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UEL piles upon fuel, and as the flames grow brighter 

the heat of the debates over a monetary standard grows 

hotter. The inflationists, deflationists, devaluationists, 

bimetallists, symmetalists, Warren-ists, Fisher-ists, and 

the What Not-ists are all striving to bring their own 
particular brand of salvation, to the boiling-over point. 


Aminst the ensuing confusion, PrRorrssor WALTER E. Spanr, of 
New York University, penetrates, on page 483, much of the smoke 
fand takes a cool, analytical look at “Monetary Standards and 
Inflation.’ With Napoleonic resourcefulness, Professor Spahr 
musters in behalf of the gold standard an impressive fortification 
of facts and figures, with historical data taking the defensive, and 
his logical conclusions and arguments, the offensive. Remorse- 
lessly, he turns his guns on experiments and theories and, as the 
tumult and the shouting die, we find his contribution to be a bul- 
wark for the conservatives. Believers in the cause of sound money 
will find in this article strong confirmation of their belief, sup- 
ported by an array of facts and reasoning exceedingly difficult for 
the opposition to controvert. 


Looxine at things from another angle, Wit11am A. Noyes 
finds, on page 499, that in “Getting Back to Prosperity” farmers, 
‘manufacturers, consumers and the unemployed all need assistance 
in recovering from the depression. Unlike Professor Spahr, 
Mr. Noyes believes that “The events of recent years have dem- 
onstrated again that gold is not a satisfactory standard of values.” 
But in so saying, he has an attentive ear for the farmers who are 
demanding “parity” for farm products. Pointing out the fatal 
objections to this demand, he concludes that the processing tax is 
about as much as can at present be done for the farmers, who at 
least have a roof over their heads. Somewhat omnisciently, Mr. 
Noyes then makes a brief survey of the pros and cons attendant 
to the problems of the manufacturers, consumers and the unem- 
ployed in an effort to discover which way the wind is blowing, and 
which way it ought to blow. 


It seems that now the wind is blowing in the right directi at 
least as far as credit, the catalysis of business, is concerned. “Credit 
and the New Deal” are showing great progress together, and that 
progress is ably pointed out on page 503 by Cuester H. McCa 1, 
assistant to the Secretary of Commerce. Mr. McCall outlines the 
credit situation in general before and after NRA codes went into 
effect. Clarifying this outline, he cites as examples specific in- 
stances of credit abuses and consequent remedies applied to them 
in two industries—lumber and timber, and boot and shoe. Taking 
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a long view of the situation, he touches upon one of the funda- 
mental principles of the New Deal, the decentralization of industry 
as a preventive against recurring depressions through strengthen- 
ing the position of the outlying debtor in the eyes of the com- 
mercial credit executive. The five major ways that the New Deal 
has definitely aided the commercial credit field, he sums up in a 
nutshell. 


GRANTED that the New Deal has accomplished many valuable 
objectives, there is still the question as to whether it is, after all, 
“New.” As a preliminary to investigating “The International 
Situation” on a grand scale, WALTER LICHTENSTEIN, vice-president 
of The First National Bank of Chicago perceives, on page 527, a 
likeness in our codes and regulations to the old feudal system of 
the Middle Ages. Tracing the course of events, he finds that 
liberalism and democracy are having a hard time of it, and he then 
goes far, far afield to see how and why. Age old problems reap- 
pear under the Disarmament, Russian, and Far-Eastern headings. 
Believing that “the nature of the depression . . . is due largely to 
conditions outside our own boundaries.” Mr. Lichtenstein attaches 
great importance to our international relations. And he takes 
pains to indicate certain situations throughout this tug-of-war 
world of ours which have been and will be turning points, one way 
or another, in the course of our civilization. 


DEPENDING upon the status of the individual, we offer as a satis- 
faction of the interest of some of our readers, and as a stimulation 
to the interest of others, a variety of additional articles. We refer 
those interested in “Legislation Affecting Mortgage Loan In- 
vestments” to page 567 where they will find EK. A. McLxay, 
president of the Southern Trust Company in Louisville, Ky., 
looking at the situation with sense and sanity. On page 573 the 
Economic National Committee on Monetary Policy cites “Swed- 
en’s Experience with a Managed Currency,” and from Sweden, 
the United States might learn a thing or two. 


As any safe deposit manager knows, the question of keys to a safe 
deposit box is one that has caused almost as much discussion as the 
gold standard. On page 508 JoHN A. SHEETZ, president of the 
Safe Deposit Association of Cleveland, explains the answer to the 
question “How Many Keys Is Enough?” 


TxoseE following L. Dove.sas Merepitu’s treatise on financial 
merchandising will find on page 535 the sixth of this series which 
deals exhaustively with the subject of “Financial Advertising 
Copy.” Anyone wishing a new copy theme will do well to investi- 
gate this analysis, for with a little ingenuity, new applications of 
old principles will assuredly result. 
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REVIEW OF THE MONTH 


A SURVEY OF BANKING AND ECONOMIC CONDITIONS AS 


T the close of April there were 
Axeratics currents in the course 
of business, although the tend- 
ency on the whole was of a forward 
character. Viewed at short range, a 
disposition toward price decline has 
been revealed, and some increase in 
business mortality; but if a longer view 
is taken, quite a different tendency is 
shown. 

One element in the situation is still 
mystifying: the fact that excess bank 
reserves are now around $1,700,000,000, 
while bank loans of late have shown an 
actual decline. When confronted by 
this fact, the banks will reply that all 
legitimate demands for credit are being 
met. Then the “legitimate demands” 
must be small, or the banks have so 
narrowed the term as to exclude appli- 
cations for credit which under ordinary 
circumstances would be regarded as 
quite legitimate, and which the banks 
would have no hesitancy in granting. 
From the lending activities of various 
agencies set up by the Government, and 
with others in contemplation, it must be 
evident that much of the demand for 
credit is being supplied outside the 
banks. In the face of the fact that the 
banks are well equipped with funds, this 
situation can be explained in two ways 
—that many of the loans made directly 
or indirectly by the Government are 
such as are not suitable to banks with 
large deposit obligations payable on de- 
mand, or that a part of the indisposition 
to lend more freely arises from a lack 
of confidence in the future of produc- 
tion and trade. Each of these consider- 
ations may receive, at least, partial ac- 
ceptance. But so far as relates to con- 
fidence in the business outlook, the 
recovery already taking place, if long 
continued, must dispel the distrust that 
has heretofore caused the banks to 
adopt a lending policy of extreme cau- 
tion. 

No doubt, the immediate situation, so 
xl 


REVEALED IN MONTHLY TRADE LETTERS 


far as relates to prices and to specula- 
tion, has been influenced by the stand 
taken by the Administration at Wash 
ington against further currency inflation 
by means of enlarging the use of silver, 
For the present, it would seem, further 
experiments in that direction are to be 
abandoned. 

Controversy between the railways and 
their employes over the rate of wages 
have been settled by agreement, but 
there have been strikes of late in some 
of the concerns manufacturing automo 
bile parts. The improvemeni in the 
railway situation appears from the in- 
creased orders for new equipment and 
in the gain in loadings of freight reve- 
nue—a gain which is quite large com 
pared with a year ago, and substantial 
by comparison with recent weeks. 

Chain and department stores report 
large increase in their sales over last 
year; the electric production of the 
country is now higher than since the 
spring of 1931; sales of electric refrig- 
erators for the first quarter of 1934 
have set a new high record; sales of 
life insurance are increasing; building 
permits in the leading cities for March 
showed an increase of 61 per cent.; fac’ 
tory employment and payrolls continue 
to expand; automobile production in 
March, 1934, was 184 per cent. higher 
than for March, 1933; steel production 
is now at about 56 per cent. of capac 
ity; production of both. anthracite and 
bituminous coal for the calendar year to 
date is well above the total for the like 
period of 1933. 

There are two factors giving rise to 
some concern. The extent to which 
business is being stimulated by Govern- 
ment assistance, and the possibility of 
what may happen should this stimula’ 
tion be curtailed or withdrawn alto 
gether. Another is how well industry 
may be able to meet the higher costs 
which shorter hours and increased wages 
entail. 
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Editorial Comment 
CONFUSION BEING REPLACED BY CONFIDENCE 


taken by the Government to aid 

in bringing about national re- 
covery, seeing that some of them were 
not only new and strange but apparently 
of a radical and even of a revolutionary 
character, should occasion much con- 
fusion in the public mind, was something 
naturally to be expected. These changes 
have been applied largely to production 
and trade, but banking has not escaped. 
No doubt several of the measures have 
gone beyond the necessities of the situa- 
tion, and have therefore defeated or at 
least hindered the aims they were de- 
signed to accomplish. Severe depres- 
sions are almost invariably accompanied 
by hysteria, and such a frame of mind 
inevitably leads to harsh and unwise ac- 
tion. Still, giving due weight to all 
these considerations, we now see that 
the country has not been ruined by any- 
thing that has been done at Washington. 
Why, even the bankers who for years 
have denounced the insurance of bank 
deposits in unmeasured terms, are now 
coming to look upon this device as some- 
thing to be tolerated—even approved 
when limited as to amount. 

From what has been said the fact 
emerges that as the country becomes ac- 
customed to certain aspects of the “new 
deal,” their horrendous character dimin- 
ishes in proportion as familiarity with 
them increases. People who long de- 
spaired are once more taking heart, 
realizing after a long and gloomy night 
that the sun is still shining, and that the 
country is not headed for complete de- 
struction. Our institutions and the 
character of our people have shown, 
through this long period of trial, re- 
markable powers of resistance. Now 
confusion is rapidly being replaced by 


T ates the extraordinary measures 


confidence. From this better mental 
state the bankers as well as all classes of 
business men and the people as a whole 
are bound to gain. 

And it is reassuring particularly that 
this improved psychology rests upon a 
substantial basis. It is no longer the re- 
sult of slogans and ballyhoo, but has to 
sustain it evidences of recovery on nearly 
every hand. A cloud of no mean pro- 
portions still hangs over the land—that 
of unemployment; but its shadow speed- 
ily grows less, and the hope may be en- 
tertained that it will soon disappear en- 
tirely. 

In the darkest hours of this depres- 
sion THE BANKERS MAGAZINE coun- 
selled its readers to have faith in Amer- 
ica. Happily, that counsel is now being 
justified by the course of events. 


“VOLUNTARY” ACCEPTANCE OF 
DEPOSIT INSURANCE 


DDRESSING the meeting of the 
Arse Council of the Amer- 
ican Bankers Association at its 
spring meeting, Hon. Leo T. Crowley, 
chairman of the board of the Federal 
Deposit Insurance Corporation, took a 
very optimistic view of the attitude of 
the bankers toward deposit insurance. 
From the fact that more than half the 
banks signifying their acceptance of the 
temporary insurance plan had done so 
“voluntarily,” Mr. Crowley inferred 
that they had come to favor the plan 
itself. But the “voluntary” action of 
the banks in this instance is open to 
question. With two banks in a town, 
one insured and the other not, the pub- 
lic might, in these times, take their de- 
posits out of the uninsured bank and 
put them in the one where they were 
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insured. At least, this would be a pos- 
sibility that few banks could afford to 
disregard. Therefore, while membership 
in the guaranty plan was not enforced 
on the state banks generally by statute, 
it was virtually compelled by force of 
circumstances. The banks not under a 
statutory requirement to insure their de- 
posits were actually placed in a position 
where they must do so or take the con- 
sequences, which might have been serious 
and possibly fatal. 

Another reason why the banks appear 
not only to accept but to approve the 
temporary insurance plan is that they 
have thought such an attitude on their 
part would result in staving off or per- 
haps in defeating altogether the more 
objectionable permanent plan. To the 
latter there is a decided opposition among 
many banks. 

Even the temporary plan has not as 
yet been tested by experience. The ob- 
jections to it in principle await the re- 
sults of trial. It has been well said that 
the deposit guaranty plan avoids the real 
issue, which is not to insure against the 
losses of bad banking, but to provide 
effectual means for guarding against 
such losses. 


A VALUABLE SERIES OF BANK 
STUDIES 


of articles dealing with the prob- 
lems involved in the management 
of the earning assets of banks have been 


Son October of last year a series 


running in successive issues of THE 
BANKERS MAGAZINE. They are well 
worthy of the attention of all bankers 
who wish to conduct their institutions 
upon the basis of facts carefully ascer- 
tained rather than by the rule of thumb. 
Few banks, and probably none except 
the largest institutions, have the equip- 
ment necessary to make such a thorough 
study of these problems as the author 
has made available to the banks gen- 
erally. And the information he has as- 
sembled is essential to the safe and profit- 
able operation of the bank of average 
size as well as to the larger institutions. 

The author of these articles, Frederick 
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Mueller, Jr., points out in the install- 
ment published in the April number that 
the most serious losses have arisen from 
the investment accounts rather than 
from the loans and discounts: One rea- 
son for this lies in the fact that in in- 
vesting in bonds the bank has put its 
money into something over which it can 
exercise little or no control—a situation 
that does not attach to the loans and 
discounts. This is but one of the many 
interesting phases of the subject analyti- 
cally and fully considered by the author 
of these valuable studies. 

This series of articles will continue 
for four coming issues of THE BANKERS 
MAGAZINE, and will shortly thereafter 
be issued in book form. They constitute 
one of the most valuable contributions 
to practical banking literature made in 
recent years. 


THE SOCIALIZATION OF 
BANKING 


NDER this rather startling head- 
| | ing Oscar Lasdon, in the April 

number of THE BANKERS Mac- 
AZINE, discussed the probabilities of the 
Government taking over control of 
banking in this country. He pointed out 
that, especially as relates to the Federal 
Reserve, this development has already 
taken place to a very large extent. He 
explains this as having been due to the 
extravagant expectation — entertained 
quite generally when the Federal Re- 
serve System was inaugurated. On this 
point he said: 


“The Reserve System ultimately came 
to be regarded as a cure-all for ecomonic 
ills. To the general public, as well as 
some well-known economists, it was 
supposed to be endowed with the magic 
properties of stabilizing commodity 
prices, preventing bank failures and 
eliminating the fluctuations of the busi- 
ness cycle. The failure to accomplish 
any or all of these objectives has re 
sulted, indirectly and through a com 
bination of circumstances, in the sub 
ordination of the Reserve banks to the 
Treasury.” 
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Considering the fantastic claims made 
for the Federal Reserve Act by its spon- 
sors, it is not to be wondered at that 
the public should have come to look 
upon the new system as possessed of all 
these magical powers. It is extremely 
doubtful if any banking system, even if 
managed with all the skill appertaining 
to the Government, could exert so com- 
pelling an intluence upon the course of 
human affairs. 

Many of the innovations in banking 
are declared to be of a temporary char- 
acter, but the tendency of such expedi- 
ents to last long after the emergency 
that gave rise to them is well known. 

The complete socialization of banking 
in this country would constitute a 
marked departure, not alone in regard 
to banking, but as to the social order 
itself. Although there may be no im- 
mediate prospect of anything of the 
kind, what has taken place already in 
that direction is of profound significance. 


THE TRUST IN OFFICIAL 
PLANNING 


PEAKING before the Boston 

Chamber of Commerce on April 

26, Alfred P. Sloan, Jr., president 
of General Motors Corporation, made 
this striking statement: 

“The average man in industry, moved 
by a commendable spirit of patriotism, 
has been willing to put aside both his 
reason and experience to accept with- 
out inquiry almost any plan officially 
presented to him as essential for the 
economic recovery of the nation.” 

This practically blind acceptance of 
what is proposed in official circles “as 
essential for the economic recovery of 
the nation,” may evidence, as Mr. Sloan 
indicated, a commendable spirit of 
patriotism, but whether it is equally 
wise is an entirely different question. 
Such a course can be justified only on 
the assumption that “the average man 
in industry” was either so selfish or so 
ignorant as to act against the interest of 
the public at large and even to his own 
undoing. 

On the face of the matter it would 
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appear disquieting that reason and ex- 
perience should be put aside and official 
proposals accepted as a substitute, “with- 
out inquiry.” The acceptance of this 
course must rest upon the- belief that 
larger wisdom and a greater sense of 
justice must be looked for from official 
sources than elsewhere. It may be the 
case that Government can more accu- 
rately measure the requirements of jus: 
tice and be trusted more completely to 
apply them than can those engaged in 
industrial operations. But it is not so 
clear that official planning, not based 
upon the reason and experience in in- 
dustry itself, can provide the wise and 
sound conduct of production that will 
assure the just ends so dear to the ofh- 
cial mind. 

As to attaining these just ends, so far 
as they relate to the distribution of in- 
come, Mr. Sloan said: 


“Few of us for several years past have 
enjoyed the income to which we have 
been accustomed and to which we firmly 
believe we are entitled and which is 
essential to maintain the American 
standard of living. This situation has 
not been brought about, as is so fre- 
quently urged, through maldistribution 
of income—it is due to the simple fact 
that there has not been enough income to 
distribute; therefore, any movement pre- 
tending to achieve our objective, through 
a more effective distribution of income, 
is bound to bring disappointment. Man- 
ifestly, we cannot distribute that which 
does not exist.” 


This is a view based upon reason as 
well as experience and if accepted as 
correct it will be seen that the real prob- 
lem is not merely to divide hours of 
labor or to shorten them, or even to re- 
dress a maldistribution of income, but to 


produce more income. In this work one 
may be pardoned for placing less trust 
in official planning than in the efforts of 
those who are guided by experience. 

But Mr. Sloan does not absolve the 
industrialist from greater efforts than 
heretofore put forth. He significantly 
said: 
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“Let us not forget that there is a very 
distinct obligation on us to think and act 
more intelligently in the future than we 
have at times in the past.” 


THE CHANGING STRUCTURE OF 
AMERICAN BANKING AND 
FINANCE 


T the spring meeting of the Execu- 
At Council of the American 
Bankers Association, held at Hot 
Springs, Ark., April 18, the report of 
the economic policy commission was 
made by its chairman, Colonel Leonard 
P. Ayres, vice-president of the Cleve- 
land Trust Company. From a summary 
of this report the following information 
is taken showing the important changes 
in our banking and financial structure in 
recent years. 


“The banking crisis of March, 1933, 
brought a reduction of nearly 4000 in 
the number of banks, or about 20 per 
cent. Aggregate resources decreased by 
nearly five and one-half billions, or 
nearly 10 per cent. 

“As compared with the all-time high 
mark for the number of banks, 30,800 
institutions in 1921, the new structure, 
with 14,600 units, represents a decrease 
of 16,200 or over half. 

“As compared with the peak of aggre- 
gate resources, $74,000,000,000 in 1930, 
the banks in June, 1933, with a total of 
$51,300,000,000 showed a shrinkage of 
$22,700,000,000 or 31 per cent. 

“The new structure does not show 
material changes in respect to the rela- 
tive importance of the state and national 
components in it as compared with pre- 
vious conditions. It does show material 
increase in the influence of the Federal 
Reserve System in the commercial bank- 
ing field. 

“In many directions there have been 
material extensions of Federal Govern- 
ment participation in the banking and 
lending functions of the nation. 

“Through the Reconstruction Finance 
Corporation, recent reports showed, sev- 
eral thousand banks were indebted to 
the Federal Government in the amount 





of $820,000,000 on pledge of substan- 
tial portions of their assets. 

“Also the R. F. C. had entered agree- 
ments extending capital aid in excess of 
$1,000,000,000 to over 6000 banks. This 
was equivalent to 42 per cent. of the 
banks and 34 per cent. of their com- 
mon capital. 

“Outside this direct participation in 
banking, the Federal Government has 
created and is participating in the cap- 
italization and operating of a large num- 
ber of agencies for extending various 
kinds of short, intermediate and long 
term loans to all types of corporate and 
individual borrowers. 

“The facts we have been able to 
gather indicate that all told there appear 
to be about 5700 loaning associations 
and corporations of this type and that 
their aggregate authorized capital from 
Government sources is above $1,500, 
000,000. Official statements enumerate 
borrowers from them in excess of 775,- 
000 persons. The amount of loans they 
are reported to have made is in excess 
of $2,600,000,000. Various of these 
agencies are empowered to issue Govern- 
ment guaranteed bonds to an indicated 
total of $4,000,000,000. 

“In addition the Reconstruction 
Finance Corporation had direct loans 
outstanding to various classes of corpo- 
rate interests in excess of $700,000,000. 
With capital of $500,000,000, it is em- 
powered to issue obligations aggregating 
more than five billion dollars.” 


Perhaps the most significant facts in 
the above relate to the great falling off 
in the number of banks—16,200 since 
1921—and the increase in lending by 
the Government and by lending associa- 
tions other than banks. 

The reduction in the number of banks 
since 1921 was not all due to failures, 
since there have been many mergers in 
the last ten or twelve years. While the 
number of failures has been regrettably 
great, and much distress has resulted, the 
reduction in the number of banks will 
in itself prove in the long run beneficial 
rather than calamitous. But it is de- 
plorable that this weeding out should 
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have come about in the way it did, or 
that it should have been necessary at all. 
No such cleaning-up would have oc- 
curred had the number of banks been 
confined to the real banking needs of the 
country. 

The large lending operations by the 
Government and by associations other 
than banks, while chiefly due to the 
emergency, is a development that may 
last beyond the emergency and that may 
be the source of serious concern to the 
banks of the_country. For one reason 
or another the banks are being subjected 
to a good deal of competition in their 
lending operations. This development 
may curtail profits, but correspondingly 
may contribute to banking safety. Some 
of these other associations, not having 
deposits payable on demand, can largely 
ignore the requirement of liquidity so 
essential to the banks and can also take 
greater risks than the banks would be 
warranted in taking. 

From the summary of the report of 
the A. B. A. Economic Policy Commis- 
sion one gets a striking picture of the re- 


markable changes which our banking 
and finincial structures are undergoing. 


SILVER WOUNDED IN THE 
HOUSE OF ITS FRIENDS 


UBLICATION of a list of holders 
P of silver, apparently with specula- 

tive possibilities in mind, must oc- 
casion genuine sorrow among those now 
old enough to remember the sacred 
character long attaching to the white 
metal. Must the publication of this list 
be interpreted as another attempt “to 
crucify mankind upon a cross of gold?” 
Having been done at the instigation of 
the Democratic party, once the heroic 
champions of silver as the money of the 
toiling masses, one must sorrowfully 
conclude that the sacred metal has been 
wounded in the house of its friends. 
But for this fault there is a partial palli- 
ation. It may be set down as one of the 
thoughtless sins of youth. For it seems 
that the unearthing of this list of holders 
of silver and the publication of it was 
at the instance of the Secretary of the 
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‘Treasury, after whose name the term 
“junior appears. He could not be ex- 
pected to know of the impassioned ora- 
tory of Bryan, of the fervent declara- 
tions in his own party platforms in be- 
half of silver. 

That anyone clamoring for the remon- 
etization of silver should be guilty of 
holding the metal for speculative pur- 
poses, and that this desire for gain 
should influence his championship of the 
white metal as a money of ultimate re- 
demption, no one conversant with the 
patriotic fervor of the silver enthusiast 
could for a moment believe. The odium 
of monetary controversy attaches to the 
gold bugs alone. The silver advocates 
have always lived in a pure, not to say 
holy, atmosphere. Efforts to hold them 
up as speculators, imbued with the sor- 
did desire for gain, must be denounced 
as slanderous. 


“ECONOMIC DICTATION OF 
BANKERS” 


MERICAN bankers have long been 
a favorite object of attack by our 

politicians. If no other scape- 
was conveniently at hand, the 
banker could always be made to answer. 
As a rule, he paid little attention to these 
attacks, depending upon the reputation 
and character given him by the locali- 
tics in which he did business. This did 
well enough in the case of local bankers 
who were well and favorably known by 
the home-town folks. But the big city 
banker was in a different position. His 
operations extended over a wide sphere, 
and he did not have personal contact 
with his dealers to the same extent as 
the country banker. It was therefore 
comparatively safe to center the assault 
upon the big city banker, especially if 
he happened to be of the “Wall Street” 
or “international” type. 

But it is not only the American 
banker who is subject to these political 
attacks. In England a movement is 
afoot, whose adherents all wear shirts 
of uniform color, designed to rescue the 
British Isles from “the economic dicta- 
torship of the bankers and financiers in 
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the City of London.” A considerable 
personal acquaintance with bankers in 
that famous locality, and some knowl- 
edge of the problems that confront them, 
has warranted the inference that if they 
were actually economic dictators, the 
course of British industry and trade 
would, at times, have been far different 
from what it has been, and that the Lon- 
don banks would have been the gainers. 

A melancholy satisfaction may be de- 
rived from the fact that the New York 
and London banker now appear to be 
about on the same level so far as relates 
to their political popularity. 


THE WIND AND THE 
WHIRLWIND 


TTEMPTS to stay the demand for 
inflation serve to bring to mind 


the early legislation which gave 
rise to the present demand as a natural 
consequence. It will be recalled that 
the Thomas amendments to the Agri- 
cultural Adjustment Act contained 
a number of proposals frankly inflation- 
ary in character—devaluation of the 
dollar, remonetization of silver, $3,000,- 
000,000 of “greenbacks” and _ heavy 
purchases of Government securities by 
the Federal Reserve. Fortunately, these 
provisions were not mandatory but per- 
missive only. The President has not 
made use of those which were most ex- 
treme in character. He has devalued 
the dollar, approved the purchase of 
silver at a price well above the market, 
but he has not resorted to “greenbacks” 
nor favored the complete remonetiza- 
tion of silver at the sacred ratio. Of 
late, in fact, he has been valiantly com- 
bating the prevailing sentiment in Con- 
gress in behalf of this latter proposal. 
It could not well be expected, in the 
light of experience, that demands for 
inflation, once they had been sanctioned 
in a permissive and limited way, would 
not tend to become mandatory and the 
limits greatly extended or removed alto- 
gether. That is the almost universal 
course of such demands. Like jealousv, 
inflation makes the meat on which it 


feeds. 
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The time to have interposed effective 
opposition to the inflation sentiment was 
at its inception. That course was not 
taken. Now, having invoked the wind, 
the Administration finds difficulty in 
preventing the whirlwind. 


THE CITIZEN AND HIS 
GOVERNMENT 


N the statesmanlike address delivered 
l by Hon. Cordell Hull, Secretary of 

State, before a meeting of the Asso- 
ciated Press in New York, it was wisely 
said that if the individual citizen would 
first inquire where he himself is going, 
the question of where the Government 
is going would then be practically an- 
swered in like terms and like spirit. This 
is merely another way of saying that the 
stream does not rise higher than its 
source, or that you do not gather grapes 
from thorns nor figs from thistles. What 
we call the Government is, after all, but 
a composite of the people of the coun 
try. This is especially true in a democ- 
racy, or in a country where representa- 
tive government prevails, as in the 
United States. 

Of this view there is a practical ap- 
plication. Recently we have had dras- 
tic legislation aimed to curb the specu- 
lative propensities of our people. This 
legislation had other aims, it is true: to 
place restrictions about the issue and 
sale of securities that would assure 
greater safety to the legitimate investor. 
But, granting this, it is clear that the 
National Securities Act was largely 
made possible by the terrific losses sus- 
tained by the speculatively inclined and 
the general collapse that followed the 
bursting of the speculative bubble. 

But note what is happening. Rescued 
from the wiles of the promoter and 
speculative brokers, a demand is arising 
for a legalization of betting on horse 
races and for the establishment of lot 
teries. The citizen still wishes to have 
the privilege of taking chances, of mak- 
ing money quickly and easily. He de: 
mands that if his speculative spirit is to 
be restrained in one direction, its free- 
dom must be enlarged in another. 





Monetary Standards and Inflation 


By WALTER E. SPAHR 


NE of the most essential requisites 
of a workable monetary standard 
is that it be composed of some- 

thing universally acceptable. The his- 
tory of money teaches that no standard 
can fulfill its function properly or for a 
long time unless it is linked with orna- 
mentation. Deeply rooted in human 
beings is the desire for ostentatious living 
and display. This seems to be the ex- 
planation for the well-nigh universal 
desire for ornamentation, and provides 


preciation of why they are for or against 
a gold standard. 

If the history of monetary evolution is 
to be considered of value as a guide, 
then it seems clear that a country which 
has abandoned a gold standard must, in 
time, return to such a standard. Re- 
garding this point, there is no great 
amount of disagreement among leading 
monetary authorities of today, although 
there are, of course, a few persons more 
or less well known who contend that in 


“A very important factor in our monetary controversy is the 
failure of the general public to understand the distinction between 


arise in prices generated by inflation and a rise generated by a 
- é ~ ; 

The inflationists and 

and persistently contended that the only 


sound business 
have consistently 


recovery. 


c 


devaluationists 
alterna- 


tive to inflation or devaluation is further deflation and disasters, 


whereas, as a matter of fact, an important and proper 


alternative 


is a sound rise in the price level based upon a sound recovery in 


business.” 


the reasons why a metal, which serves 
best as a monetary standard, is invariably 
linked with the metals of ornament. 
Wherever this link has been broken in 
the past, the monetary standard has lost 
its universal acceptability and has ceased 
to be used as a widely-recognized mone- 
tary standard. It is on this ground that 
monetary economists are inclined to hold 
that no standard can maintain itself for 
any great length of time unless it is com- 
posed of a metal which is universally 
acceptable. It is unfortunate that more 
people today do not ask themselves the 
question as to what makes a monetary 
standard universally acceptable, for the 
answer to this question alone would de- 
termine the nature of one of the most 
vital elements in one’s monetary theories, 
and would give people a clearer ap- 


mcdern times nations could maintain 
currencies not anchored to gold. This 
monetary group, however, is so small, 
and their arguments seems so question- 
able, that we may safely ignore them. 
The facts of history appear to offer no 
support for their contentions. 

We have had and still find consider- 
able discord regarding what should have 
been, or should be, done with our pres- 
ent currency system, if it may be called 
a system. In general, the controversy 
has raged most sharply about whether, 
how and when we should return to a 
gold standard. Since the adoption of 
our so-called international gold bullion 
standard and the devaluation of our 
monetary unit, the chief controversy has 
centered on bimetallism, the issue of fiat 
money, and the efforts to “do something 
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for silver.” In addition, there are a few 
who are suggesting symmetalism—the 
coining of both gold and silver in the 
same coin. Before examining each of 
these more recent aspects of our current 
monetary controversies, it is worth while 
to remind ourselves that the question of 
our returning to the gold standard has 
involved, and still involves, the two 
paramount monetary issues of inflation 
and devaluation of our currency. Un- 
fortunately, these two monetary proc- 
esses—or perhaps one should say phe- 
nomena—have been and are somewhat 
confused in the public’s mind. It is im- 
portant that the distinct nature and im- 
plications of each be understood. Since 
we have devaluated our monetary unit 
and are still faced with the prospects of 
inflation, the probable results flowing 
from the employment of devaluation or 
inflation, or both, should be appreciatec|. 

Considering, first of all, the nature 
and implications of currency inflation, 
it may be asserted that much of the con- 
fusion surrounding this issue is due to 


the lack of a universally-accepted defini- 


tion of inflation. Many people have 
placed themselves more or less reluctantly 
in the ranks of inflationists because they 
have failed to distinguish inflation from 
a sound rise in the price level based 
upon a sound recovery in business. 

It seems that monetary authorities 
are, to an increasing extent, arriving at 
something like a genuine and useful 
definition of inflation. In any event, 
the implications and connotations asso- 
ciated with their use of the word make 
it easy to see that a great proportion of 
the authorities are thinking of inflation 
in much the same terms, although their 
definitions may differ in detail. A use- 
ful definition of inflation is the follow- 
ing: Inflation is a condition which exists 
when purchasing power, either in the 
form of money or credit, is extended, 
which is not secured by reserves or col- 
lateral that will liquidate it. Inflation, 
therefore, means losses, and losses mean 
disasters. If this definition of inflation 
is correct, a recommendation of infla- 
tion is tantamount to a recommendation 
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of disasters as a means of attempting to 
restore prosperity. 

Inflation as a process must be distin- 
guished from the extent or degree of in- 
flation. The inflationary procedure may 
assume various forms, but the extent or 
degree of inflation is a matter of fact 
that can be determined only by the par- 
ticular turn which events may take. For 
example, a country may start to inflate 
its currency, and then some unforeseen 
event may cause an increase in produc 
tion, or an increase in the reserves, or 
an increase in the value of the collateral 
underlying loans, so that the losses 
which normally would have occurred 
may be minimized or escaped entirely. 
In other words, there are times in which 
countries grow up to their inflated cur- 
rencies. It is for these reasons that in- 
flation as a process must be considered 
as distinct from inflation as a matter of 
fact. 

Inflation applies to an individual, or 
to a group of individuals, or to the mass 
of people as a whole. If, for example, 
an individual borrows $1000 from his 
bank with the expectation of engaging 
in transactions which he thinks will 
yield a profit, but finds in the end that 
these transactions yield him, let us say, 
$500, the bank will suffer a loss of $500. 
This is a measure of the excessive pur’ 
chasing power which the borrower re- 
ceived from the bank, and the $500 is a 
measure of the loss experienced by the 
bank, and a measure of the inflation 
which existed. Peculiarly enough, we 
do not seem to associate inflation with 
individual transactions.. Nevertheless, 
reflection should convince us that society 
is composed of individuals, and it is only 
because a great number of individuals 
find themselves in the same general po- 
sitions as our borrower that we recog’ 
nize the problem as a social one and 
speak of a condition of general inflation. 
In other words, a condition of general 
inflation is one in which a great propor- 
tion of the borrowers have over-bor- 
rowed, and in which lenders have loaned 
too freely, with the result that the lend- 
ers and the borrowers, and_ perhaps 
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many an innocent bystander, will be 
compelled to suffer losses. 

Since inflation can apply to an indi- 
vidual, a group of individuals, or to the 
mass of people as a whole, it must be 
obvious that it is a phenomenon quite 
distinct from the movements in the price 
level. At all times the purchasing power 
of some individuals is being inflated re- 
gardless of the behavior of the price 
level, just as, at all times, the purchasing 
power of various individuals is being 
deflated regardless of the price level. 
It is probably true, however, that a con- 
dition of general inflation is most com- 
mon when the price level is rising, for 
the simple reason that it is one of the 
common factors contributing to a rise in 
the price level, just as deflation is most 


“In the past, sound monetary 
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of consumers derived from increased em- 
ployment and increased wages, such a 
rise does not generate conditions which 
must, of necessity, lead to losses and an 
aftermath of liquidation. But when a 
rise in the price level is generated by 
inflation, conditions are created which 
do, of necessity, lead to losses and 
liquidation. It is for this reason that 
there is a vital difference between the 
two types of rising price levels, and this 
difference is recognized in our definition 
of inflation. Our discussions of recov- 
ery and currency inflation would be 
more profitable, and the important issues 
could be joined more clearly, if the 
public could be brought to realize the 
fundamental distinctions between the 
rise in the price level generated by infla- 


advocates have been able to win 


a large proportion of their battles in this country, but today the 
Government apparently is on the side of the unsound advocates, 
and it looks as though this country is destined to be faced for 


many years to come with all of the problems that grow out of the 
adoption of such indefensible monetary schemes.” 


common when the price level is falling, 
because the falling price level usually 
brings about liquidation and deflation. 
But the important point to bear in mind 
is that the price level can rise for a mul- 
titude of reasons of which inflation may 
be, at times, only one cause. For ex- 
ample, if more gold were mined and 
were added to the reserves of our banks, 
or if more gold were to flow into the 
country and enhance the reserves of 
our banks, more gold certificates, or 
gold-secured Federal Reserve notes could 
flow into circulation, and the price level 
could rise as a consequence. But such 
currency is fully secured and _ self- 
liquidating, and there is nothing about 
this type of change in the price level 
that necessarily leads to an aftermath of 
liquidation and losses. Or, when the 
price level rises as a result of a normal 
recovery in business, in which the rise 
is due to the increased purchasing power 


tion and the rise resulting from a sound 
recovery in business. 

We have said that inflation is meas- 
ured by the losses directly attributable 
to it. These losses can occur when the 
price level is rising—that is when gen- 
eral inflation is taking place—or during 
the period of liquidation and deflation 
which follows inflation and the conse- 
quent crisis. The rise in prices result- 
ing from inflation may be of two kinds: 
first, that which precedes a crisis and 
the consequent liquidation; and, second, 
that rise which continues on to the bit- 
ter end as, for example, in Germany, 
Austria and other countries after the 
World War. In a situation in which a 
rise in prices is followed by liquidation, 
the losses experienced during the period 
of rising prices probably are relatively 
small as compared with those experi- 
enced during the aftermath of liquida- 
tion and deflation; but where a rise 
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continues on to the bitter end as was 
the case in Germany, practically all the 
losses are experienced during the period 
of rising prices. The final collapse in 
the currency is hardly to be compared 
with an aftermath of liquidation. It is 
really a case of wiping the slate clean 
and starting anew, and the great mass of 
people will have absorbed their losses 
persistently and progressively during the 
period of steady inflation. It is for 
these reasons that the periods of defla- 
tion and liquidation frequently follow- 
ing a period of inflation are not neces- 
sarily the measures of the preceding 
inflation, and we are forced again to 
our conclusion that losses directly at- 
tributable to inflation are experienced 
during the period of rising prices, or 
liquidation, or both. 

Many people suppose that there is no 
practicable way of measuring these losses 
while inflation is taking place, and that, 
therefore, the question is really one of 
hindsight rather than foresight. This is 
not altogether true. In recent years we 


have developed business indices of sufh- 
cient value and accuracy to make it pos- 
sible to determine with reasonable cer- 
tainty when we are entering upon a 
period of inflation, particularly when in- 
flation takes the form of bank credit in- 
flation—that most common and elusive 


form of inflation. It is widely held 
today that a rise in the price level until 
we reach a state of economic equilibrium 
is desirable, and that a rise above the 
level which prevails when our economic 
system is in a state of economic equilib- 
rium is unsound and is evidence of a 
condition of inflation. This implies 
that we know when we reach that de- 
sirable state of economic equilibrium. 
Such a condition prevails when produc- 
tion and consumption are substantially 
in a state of balance; and such a bal- 
anced state is reached when there are no 
important maladjustments in the distri- 
bution of the social income, particularly 
as between profits and wages and be- 
tween the amount of income spent for 
producers’ and consumers’ goods; when 
the price level is steady—oscillating 
gently up and down; when producers 
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are running at their normal capacity; 
when unemployment is reduced to its 
normal minimum; when goods are mov- 
ing smoothly through the channels of 
trade; when installment buying is at a 
normal level; when inventories are not 
excessive; and when __ transportation 
facilities are performing their functions 
in a normal manner. When we observe 
these conditions, we properly feel some 
assurance that we have reached a state 
of normal economic equilibrium, which 
is the nearest thing to an economic bal- 
ance that can be obtained in an economic 
system like ours. 

When, however, our indices show that 
the price level is rising above this equi- 
librium level, when producers begin to 
run beyond their normal maximum 
capacities; when wages are rising with- 
out further reducing unemployment or 
without increasing the efficiency of 
labor; when the channels of trade are 
becoming clogged with goods; when in- 
ventories begin to rise above normal; 
when installment buying and selling rise 
above normal; when too much of the 
social income is flowing into investment 
and not enough into retail markets— 
when these things happen, we may be- 
lieve with a high degree of certainty 
that we are entering a period of infla- 
tion, and that the ground is being pre- 
pared for an aftermath of liquidation 
and disasters. It is true that we have 
not profited, as we should, from the evi- 
dence which such statistics have made 
available; and all we can do is hope that 
in the future we will attach greater im- 
portance to these various indices which 
point distinctly to a condition of infla- 
tion. The point is that the facts of in- 
flation are not solely a matter of hind- 
sight, but can be determined with 
reasonable accuracy during the period 
in which the proper controls should be 
set up and exercised. 

Currency inflation may take various 
forms. The issue of fiat money is clearly 
a case of inflation. No additional goods 
are produced and no additional reserves 
are set aside for liquidation of such a 
currency, and the losses which may rev 
sult will be determined by the extent to: 
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which the inflation is carried. All per- 
sons who read this article are acquainted 
with the nature of these losses, and are 
aware that they fall with great weight 
upon the mass of people whose incomes 
lag as prices rise. If such inflation is 
carried to the bitter end, then this type 
of inflation may impoverish practically 
the whole nation. Or, if it is carried to 
a certain point and then stopped, there 
will be the inevitable aftermath of de- 
flation which will carry down with it 
the various classes which are normally 
caught during a period of deflation. 
The issue of government securities 
may or may not result in inflation. If 
those who purchase the bonds keep them 
as an investment and do not borrow 
upon them, the procedure is not infla- 
tionary; the Government merely becomes 
the spending agent of the savers who 
have purchased the bonds, and the cur- 
rency circulation should remain undis- 
turbed. If, however, the purchasers of 
bonds use them as collateral for loans, 
a second layer of purchasing power is 
added without any additional reserves 
or goods created to offset this additional 
purchasing power, and this is in nature 
an inflationary procedure. How great 
the inflation will be depends upon the 
losses which will result from such trans- 
actions. If those who borrow on the 
security of their bonds engage in trans- 
actions which enable them to pay in full 
their loans, actual inflation may not take 
place. But, as a matter of fact, there 
are always some losses in connection 
with such transactions, and it is safe to 
say that as the amount of such loans 
increases the amount of losses also in- 
creases. These losses are the measure 
of the inflation which takes place. 
Open market purchases by Federal 
Reserve banks, in an effort to put ad- 
ditional currency into circulation, may 
or may nct be an inflationary procedure. 
These purchases increase the reserves of 
the member banks and enable them to 
increase their loans to their customers. 
If these loans result in losses, then the 
open market purchases of the Reserve 
banks will have given rise to a condition 
of inflation. It is well known, however, 


that the attempts of the Reserve banks 
to put additional currency into circula- 
tion and keep it there are futile, unless 
borrowers are ready to borrow from 
their member banks. All that can hap- 
pen when borrowers are not willing to 
borrow is the piling up of surplus re- 
serves on the part of the member banks. 
We experienced a case of this sort in 
the spring months of 1932 when the 
Reserve banks purchased $1,100,000,000 
of government securities in the open 
market in an effort to put additional 
currency into circulation. This currency 
merely added to the reserves of the 
member banks and enabled them to pay 
off their debts to the Federal Reserve 
banks, and the effect on currency circu- 
lation and on the price level was neg- 
ligible. It is only when the borrowers 
of member banks are disposed to borrow 
that the possibilities of inflation, as a 
result of such open market purchases, 
are real; and these losses are likely to 
fall upon the borrowers or the member 
banks, rather than upon the Federal Re- 
serve banks, because of the nature of the 
security which the Reserve banks re- 
quire of their borrowing member banks. 

The purchase of securities on a mar-— 
gin is an inflationary procedure. Pur- 
chasers are given a purchasing power 
exceeding their savings, and they must 
engage in additional transactions in 
order to obtain the necessary funds with 
which to pay off their loans. In the 
event that they are squeezed in the 
market they must take losses, and these 
losses are the measure of the inflation 
which existed. It must be obvious that 
if all debts could be paid, no one could 
be squeezed, and no one could be forced 
to sell out at a loss, and, consequently 


we could say that no condition of infla- 


tion exists. 

Installment purchases, like purchases 
of securities on a margin, are an infla- 
tionary procedure. In such cases the 
purchaser is given a purchasing power 
exceeding his savings, and he must find 
some way to obtain the additional in- 
come with which to pay his debts. If, 
for any reason, he fails to do this, losses 
will be experienced, perhaps by the 
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seller, by the buyer, by the banks, by 
the finance companies, by the mortgage 
companies, or by all of them. These 
losses are the measure of the inflation 
which existed. 

Devaluation of the currency is not, in 
itself, a case of currency inflation, al- 
though it may have effects quite similar 
to inflation, or may lead to it. Devalua- 
tion is merely a case of adopting a new 
monetary unit of lighter weight or of 
less importance. The nearest thing to 
devaluation is currency debasement, a 
device used by the late medieval and 
early modern monarchs to enrich their 
purses at the expense of the masses of 
people. More will be said about the 
nature of devaluaticn below. 

The proposals for bimetallism, sym- 
metalism, and to “do something for 
silver,” are not questions of currency 
inflation, but of introducing new types 
of monetary standards. 

Doubtless, the most vital and danger- 
ous aspect of our monetary controversy 
lies in the failure of the inflationists, de- 
valuationists, and silver advocates to 
realize that the problem of inducing 
business recovery was not and is not a 
currency question, but one of removing 
obstacles from the path of producers 
who, apparently, had, on the average, 
reached a condition in the spring of 
1933 in which they were beginning to 
resume their productive activities. With 
the increase in the activities of our pro- 
ducers, the necessary amount of money 
and credit will flow into circulation more 
or less automatically. There is, and has 
been, no scarcity of money. The trouble 
did not and does not lie there, as the in- 
flationists, devaluationists, and silver ad- 
vocates assume. The crisis and depres- 
sion were caused by such fundamental 
factors as the maladjustments and con- 
sequent readjustments in production 
caused by the World War; to excessive 
installment buying; to the blocking of 
foreign trade; to bad banking practices; 
to the failure of the banking systems to 
control credit adequately; to unsound 
systems of taxation; to the piling up of 
excessive debt burdens; to the attempts 
to prevent the natural, though painful, 
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readjustments which should have fol- 
lowed the war; to speculative orgies, 
Many people seem to forget these tacts 
today, and engage in a very simple 
brand of thinking in assuming that the 
crash in business was caused by the 
monetary system or the gold standard, 
and that the way to induce business 
recovery is to increase the currency 
supply in some way. When business 
contracts, it causes a contraction in pur- 
chasing power; and although the real 
cause and effect relationship is of this 
nature, it is easy to understand why 
many people become confused and as- 
sume that a scarcity of money caused 
all the trouble. They know they had 
more money in 1929 and were relatively 
prosperous, and they know they have 
relatively little money now and are ex- 
periencing hard times. Therefore, they 
jump to the conclusion that, if, in some 
manner, more money were placed in 
their hands, prosperity would return. 
They fail to see that they derive their 
money and net income from the activi- 
ties of producers, that inflation or de- 
valuation will not necessarily cause 
more money to flow into their hands 
before prices rise, and that their real 
purchasing power will decline. 

To suppose that tinkering with the 
currency supply will generate business 
recovery is a case of placing the cart 
before the horse. The problem is not a 
monetary one, and the various attempts 
of the devaluationists, reflationists, infla- 
tionists, and silver advocates to manipu- 
late the currency have merely retarded 
business recovery by causing a flight of 
capital, by blocking the flow of normal 
investments, and by filling business men 
with a feeling of hesitation and uncer- 
tainty. 

Another very important factor in our 
monetary controversy is the failure of 
the general public to understand the dis- 
tinction between a rise in prices gen’ 
erated by inflation and a rise generated 
by a sound business recovery. The in- 
flationists and devaluationists have con- 
sistently and persistently contended that 
the only alternative to inflation or de- 
valuation is further deflation and dis 
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asters, whereas, as a matter of fact, an 
important and proper alternative is a 
sound rise in the price level based upon 
a sound recovery in business. The in- 
flationists, and devaluationists also insist 
that to oppose their plans implies an 
advocacy of a return to things “as they 
were.” Such an assertion is, of course, 
without foundation and reveals a lack 
of understanding of the causes of the 
present depression and of the requisites 
for a sound recovery in business. 

The fundamental difference between 
a sound and an unsound rise in the price 
level are worthy of examination. A rise 
in prices generated by inflation is due 
to the fact that sellers become increas- 
ingly reluctant to sell except at higher 
prices, and to the fact that buyers be- 
come increasingly anxious to buy before 
prices rise to greater heights. Buying 
on the part of purchasers is due to fear, 
not to confidence. The reluctance of 
the sellers to sell is due to the fear that 
it will cost them progressively more to 
replace their goods and, therefore, they 


ask progressively higher prices for the 


goods which they sell. This reluctance 
of sellers to sell except at higher prices, 
combined with the anxiety of buyers to 
buy, forces prices to rise rapidly. If, at 
any time, there is any indication that 
the inflation will not continue, sellers 
proceed to dump their goods on the mar- 
ket and buyers become reluctant to buy. 
This precipitates a liquidation which no 
government can stop. It is for these 
reasons that once a country embarks 
upon an inflationary program it must 
continue to support the rise in prices, 
unless it is willing to face the problems 
and disasters of a liquidation. It is this 
fearful and hasty buying on the part of 
consumers, as well as other purchasers, 
during a period of inflation which speed- 
ily exhausts the incomes of consumers 
and sends them headlong on the road to 
poverty and disasters. 

The rise in prices growing out of 
conditions of sound and normal recov- 
ery in business is of an entirely different 
sort. It is due to more purchasing by 
consumers and other buyers who have 
teceived an increased income from the 
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renewed activities of producers who 
have found it profitable to resume activi- 
ties because of the sufficient lowering 
of their inventories and costs. When 
producers reach this stage and find 
orders still coming through in a per- 
sistent, yet perhaps declining, volume, 
they again employ more labor and buy 
more raw materials. This increases the 
purchasing power of the employed who 
spend this additional income for goods 
now in stock—not for goods being pro- 
duced. In this manner, there is a rela- 
tive increase in the demand for goods 
in stock; this throws the fly-wheel of 
business off center, and stimulates a rise 
in prices which is cumulative in its ef- 
fects. Under such conditions consum- 
ers increase their buying because of the 
increase in their purchasing power, and 
producers increase their activities with 
the expectation of additional orders. 
Under such conditions, it will be ob- 
served, buyers increase their purchasing 
because of confidence, not because of 
fear, and there is nothing about such a 
rise in the price level that necessarily 
leads to disasters. If it is properly cul- 
tivated and controlled, it will bring a 
condition of general prosperity, happi- 
ness and contentment. 

Many of the inflationists today as- 
sume that a rise in prices can be gen- 
erated by inflation and then controlled 
There seems to be no basis whatever 
for this assumption, since the rational 
reactions of human beings, as already 
pointed out, would make such control 
impossible. If, for example, it were an- 
nounced that our Government intended 
to raise prices to the 1926 level and 
then stabilize them there, sellers would 
tend to raise their prices until they have 
reached that general level; buyers would 
rush to purchase before prices reach the 
1926 level, and these factors by their 
very nature would tend to force prices 
up to that level. But when it is reached, 
the psychological reactions of sellers and 
buyers would be reversed. The sellers 
would proceed to unload their goods, 
and buyers would cease to purchase, 
because they would know that prices 
would rise no higher and they would 
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suspect that they might fall. This com- 
bination of factors would precipitate a 
liquidation, and no government could 
stop it. 

There are only two alternatives, once 
a country embarks upon a policy of 
currency inflation. The first is that if it 
attempts to control inflation it will be 
faced with liquidation. The second is 
that if it wishes to avoid this liquida- 
tion it must continue to inflate until the 
currency becomes worthless. 

Considering next the nature of cur- 
rency devaluation as distinct from in- 
flation, and the chief arguments which 
have been advanced in behalf of the 
devaluation of the currency, it should be 
understood, first of all, that devalua- 
tion is merely the adoption of a new 
monetary standard of lighter weight or 
of less importance than the preceding 
one. Since we have devalued our mon- 
etary standard approximately 40 per 
cent., what may we expect as to results? 
The value of the gold of all its holders 
has increased proportionately, and this 
means the gold held by the Government, 
the Federal Reserve banks, the gold 
miners, and those who had exported 
gold. Foreign exchange pars have been 
increased in proportion, and permanent 
changes in the nature of our interna- 
tional financial relations have been made. 
Export trade should be stimulated until 
the rise of our internal price level elimi- 
nates the discrepancy existing between 
foreign exchange rates and the domestic 
purchasing power of our currency. In 
a converse manner, import trade will be 
retarded; and on this score it should not 
be forgotten that a large proportion of 
our imports constitute raw materials 
which enter into the manufacture of 
our goods, and that, being a creditor 
country, we should receive more imports 
rather than less. The bank deposits in 
this country, for the time being, will re- 
main unchanged——and deposit currency 
effects about 90 per cent. of our ex- 
change in this country. This means that 
about 90 per cent. of our purchasing 
power would remain unchanged at the 
outset, and if the price level should rise, 
as the devaluationists insist that it will, 





these deposits will purchase progressively 
less. This, of course, means that the 
great mass of people will be despoiled 
by such action on the part of the Gov- 
ernment. 

Just what the final effect will be on 
prices is problematical, since no modern 
nation has devaluated its currency for 
the purpose of increasing the price level. 
We can, however, estimate, with some 
accuracy, what the effects could be. For 
example, if gold certificates were issued 
against the surplus gold held and ap- 
propriated by the Government, and 
which amounts to approximately $3,- 
000,000,000 as a result of devaluation, 
these certificates would flow into the 
banks as reserves and would make pos 
sible a total expansion of deposit cur- 
rency in the country of about $84,000,- 
000,000. If the public should become 
frightened by devaluation and should 
react as it normally reacts in the face 
of a prospect of a startling rise in the 
price level, the amount of currency 
might be increased to the amount indi- 
cated. It is in this manner that devalua- 
tion can lead to high prices, and pos- 
sibly to inflation; and it is for this rea- 
son that devaluation has many charac- 
teristics in common with inflation. The 
probable disastrous effects of devalua- 
tion on the mass of people exceed, by 
far, the possible good that can result, 
and will surely lead to an impoverish- 
ment of a great proportion of those 
people least able to bear such burdens. 

Those who have supported devalua- 
tion as a means of inducing business 
recovery subscribe to the untenable 
theory that by increasing the available 
supply of gold reserves prosperity can 
be generated, whereas, it is business 
activity that, in the main, controls the 
amount of currency entering circulation. 
It seems clear that the only increase in 
business activity and the only rise in 
the price level that can take place, as the 
result of such attempts to manipulate 
the currency supply, will be those char- 
acterizing inflation; and this is merely a 
way of piling up trouble for the future. 
There has not been a scarcity of money 
in this country and there never was any 








ee Ne Yeas ela ee 


THE BANKERS MAGAZINE 


excuse for devaluating the currency. 
From October to December, 1933, we 
held $4,323,000,000 in gold, with the 
price level of 70-72 per cent. on the 
basis of 1926 as 100 per cent. In May, 
1920, when our price level was 167, 
with 1926 as 100 per cent., we held 
only $2,856,000,000 of gold. On the 
basis of our holdings of gold prior to 
devaluation we could have had the 
highest price level that this country has 
ever had in its history. It is for these 
reasons that so-called sound money men 
have held that there has been and is no 
scarcity of gold or other currency in 
this country, that devaluationists and 
inflationists have placed the cart before 
the horse, and that their policies can 
lead only to unnecessary trouble in the 
future. Finally, if a 40 per cent. de- 
valuation is a good thing, why not 
secure even greater benefits by devaluat- 
ing our currency 90 to 95 per cent.? 
We should be consistent about this mat- 
ter and carry such propositions to their 
logical conclusions. 

Although it may be said with some 
assurance that on the basis of the gold 
supply we were never faced with the 
necessity of devaluating the currency 
and that the proposal, from its incep- 
tion, was unnecessary and unwise, it 
became rather widely recognized, even 
among sound money men, that once a 
country embarks upon a monetary policy 
which leads a great mass of people to 
expect inflation or devaluation, condi- 
tions are created which may make it ex- 
pedient to devaluate if the country 
wishes to make certain that all possibili- 
ties of a business reaction are to be 
avoided. When a country is led to ex- 
pect either inflation or devaluation, the 
more sensitive markets, like the foreign 
exchange markets, the stock market, 
and the markets of some of our staple 
products, become adjusted to these ex- 
pectations; and if the Government dis- 
appoints cr announces that it is not 
going to carry out inflationary or deval- 
uation policies, it is quite possible that 
there may be a reaction with more or 
less serious consequences in these mar- 
kets. It is in this way that unsound 
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monetary policies create irreparable 
damage; and just how much damage of 
this sort was done in this country, prob- 
ably cannot be estimated with accuracy. 
It was because of the difficulty of an- 
swering this question that many of those 
who opposed devaluation of the cur- 
rency in principle advised a reasonable 
devaluation, primarily as a method of 
removing further uncertainties, and as a 
means of returning to a gold standard 
without the risks of a possible tempo- 
rary set-back in business. Many others 
were of the opinion that the real prob- 
lem was merely one of removing the un- 
certainties regarding a return to a gold 
standard, and that once a return were 
effected business confidence would re- 
turn. The fact has been demonstrated 
that the return to gold, even in the form 
of an international gold bullion stand- 
ard, has inspired increased confidence, 
but there is no way of demonstrating 
what the results would have been had 
we returned at the old par. There are 
so many imponderables involved in ar- 
riving at a decision on such a question 
that it would seem that the Government 
could have found its best answer to the 
question by taking a vote of the very 
best and most experienced monetary au- 
thorities on the question. It is probably 
very unfortunate that the vote of the 
Economists’ National Committee on 
Monetary Policy on this and related 
questions was not available as a guide 
to the Government before it rushed 
through its program of devaluation. 
Another argument presented by the 
devaluationists, inflationists and_ silver 
advocates today is that the price level 
should be raised to what they call the 
debt level of 1926 in order to lessen the 
burden of the debts, and that the proper 
way to do this is to devaluate the stand- 
ard monetary unit or to adopt other 
measures to increase the currency sup- 
ply. There are various fallacies in this 
argument, the chief of which are the 
following: (1) There is the assumption 
that debtors and creditors can be sepa- 
rated into distinct classes, whereas, as a 
matter of fact, most individuals, busi- 
nesses and governments are both debt- 
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ors and creditors. Although it is popu- 
larly, though probably incorrectly, as- 
sumed by the devaluationists that the 
debt burdens which they wish to lighten 
are resting mainly upon the masses of 
the people, some of our debtors are large 
corporations and governmental units, 
just as many of our most important cred- 
itors are some of the finest institutions 
which our civilization has produced. 
(2) Even though it be conceded for the 
sake of argument that debtors and cred- 
itors could be separated into distinct 
classes and that debtors should be helped 
as against the creditors who also have 
suffered heavy losses, no one has been 
able to show, apparently, that the great- 
est proportion of existing debts was 
created when the price level was the 
same as that of 1926. (3) Another 
fallacy in this argument lies in the fact 
that the only proper price level known 
is the one which prevails when a state 
of economic equilibrium exists. After a 
country has passed through a depres- 
sion, there is no one who can tell in 
advance when or at what level the next 
equilibrium will be reached. After each 
of our major depressions, full recovery 
was attained at a price level different 
from the preceding equilibrium level. 
Certainly there is nothing known in 
economics that would justify the argu- 
ment that a return to the 1926 price 
level will produce a condition of eco- 
nomic equilibrium or a general state of 
prosperity. (4) The devaluationists and 
inflationists confuse prices with net in- 
come. They assume that a rise in prices 
will, in some vague, mysterious way, 
never explained, provide debtors with 
more purchasing power with which to 
pay their debts. Everyone should know 
that it is net income and profits, not 
prices, that determine whether or not 
one is enabled to pay his debts more 
easily, and that this net income can be 
increased only with increased employ- 
ment, wages and salaries. An unsound 
rise in prices does not insure these 
things, but, on the contrary, will impov- 
erish the very people it is desired to 
help. (5) Finally, it is foolish to as- 
sume that justice can be secured as be- 


tween debtors and creditors through 
forcing a rise in the price level by tink- 
ering with the currency. Many credi- 
tors have taken their losses—written 
them off—and their lost property can- 
not be restored to them. In a similar 
manner many debtors have lost their 
property and have nothing to appreciate 
in value should the price level rise. And 
during such a rise, the purchasing power 
of their incomes tends to lag. What is 
needed is not a program to aid debtors 
as against creditors, but one that will 
aid both debtors and creditors, and the 
only proper way to do this is to do all 
things necessary to generate a sound 
recovery in business. Debtors can pay 
their debts more easily only when they 
obtain more real net income, and this, in 
turn, depends upon increased business 
activity and employment. 

Another interesting, if not important, 
question before the country is the ques- 
tion of the gold purchasing policy which 
was instituted in October, 1933, by our 
Government. This policy was undoubt- 
edly unique in the world’s experiences 
with currency control. It rested upon 
the fallacious assumption that the price 
of gold determines a country’s price 
level. There seemed to be a notion that 
the policy would create conditions simi- 
lar to those which prevailed during and 
after the Civil War when the premium 
on gold, or the price of gold, had some 
relation to the price level. In the days 
of our inconvertible greenbacks, we had 
a free market for gold in which all buy- 
ers and sellers could match their wits as 
to what the future of the price level 
was likely to be, and in this manner the 
price of gold did bear some relationship 
to the price level. But it will be ob- 
served that the price of gold was deter- 
mined by what the speculators thought 
the price level would be; the price of 
gold certainly did not determine the 
price level. Today our Government has 
assumed that the price of gold can de- 
termine the price level. In addition, it 
has assumed that a one-way market, 
rather than a free market for gold, can 
have this effect. It is doubtful if there 
could be found in all our monetary his- 
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tory a rarer fallacy in monetary theory. 
Furthermore, the results show how fu- 
tile the attempts to carry out such a 
policy have been. About all that can, 
in justice, be said for the policy is that 
it has resulted in the rape of the dollar. 

We have with us today a fairly large 
group of people who believe that we 
should “do something for silver,” and 
up to date this group has been fairly 
successful in securing measures satisfac- 
tory to itself. The only answer that 
can be made to those who urge that we 
should “do something for silver” is that 
this is merely a way of diluting our 
currency and of placing additional bur- 
dens upon the gold reserves. It will not 
lessen the burden on gold, as commonly 
argued, for the reason that it will tend 
to replace gold, if gold can be exported, 
and will provide just that much more 
money to be convertible into gold, since 
only gold is universally acceptable. We 
attempted to “do something for silver” 
in 1878 under the Bland-Allison Act, 
and in 1890 under the Sherman Silver 
Purchase Act, and the disastrous results 


flowing from these measures are well- 
known facts in our monetary history. 
Those who still believe that we should 
attempt to introduce more silver into 


our currency system should read the 
message of President Cleveland to Con- 
gress (August 8, 1893) when he asked 
it to repeal the silver purchase provisions 
of the Sherman Act of 1890. He pointed 
out to Congress that confidence in the 
stability of currency values had been 
impaired and that capital, as a result, 
was refusing its aid to new enterprises 
because, he said, of “The knowledge in 
business circles among our own people 
that our Government cannot make its 
flat equivalent to intrinsic value nor keep 
inferior money on a parity with superior 
money by its own efforts ae 
then made some statements that should 
be significant to us today. He continued: 
“The people of the United States are 
entitled to a sound and stable currency 
and to money recognized as such on 
every exchange and in every market of 
the world. Their Government has no 
right to injure them by financial experi- 
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ments opposed to the policy and prac- 
tice of other civilized states, nor is it 
justified in permitting an exaggerated 
and unreasonable reliance on our mate- 
rial strength and ability to’ jeopardize 
the soundness of the people’s money. 

“. . . At times like the present, 
when the evils of unsound finance 
threaten us, the speculator may antici- 
pate a harvest gathered from the mis- 
fortune of others, the capitalist may pro- 
tect himself by hoarding or may even 
find profit in the fluctuations of values; 
but the wage earner—the first to be in- 
jured by a depreciated currency and the 
last to receive the benefit of its correc- 
tion—is practically defenseless. He re- 
lies for work upon the ventures of con- 
fident and contented capital. This fail- 
ing him, his condition is without allevia- 
tion, for he can neither prey on the mis- 
fortune of others nor hoard his labor.” 
That statement is good economics, and 
is sound advice for any government dis- 
posed to impair its monetary system by 
diluting it with silver. 

The introduction of more silver means 
not only a dilution of our currency, but 
it is chiefly an attempt to aid the silver 
interests; and there is no more reason 
for aiding them than there is for aiding 
the peanut or soap flakes industries, both 
of which are far more important than 
the silver interests. It is interesting to 
reflect as to how excited our Govern- 
ment became regarding the bonus given 
to the growing and useful aviation in- 
dustry although at the same time the 
Administration is willing to pay out huge 
bonuses to the gold interests to satisfy 
the devaluationists and to the silver in- 
terests in an effort to meet the demands 
of their lobbyists and these bonuses offer 
real prospects of great injury to the 
country. The bonus to aviation at least 
had the virtue of developing a most im- 
portant industry. 

If it is argued that we should “do 
something for silver” in order to aid the 
natives of India or China, the answer 
is that there is no reason why we should 
weaken our currency system in order to 
aid backward countries which have 
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failed to revise their currency systems 
in harmony with the march of events. 

Those who recommend bimetallism 
must be marked down as having failed 
to understand or to respect the lessons 
which all countries have learned as a 
result of their experiences with bimetal- 
lism. An introduction of bimetallism 
with a low ratio between gold and silver 
as, for example, 16 to 1, or any other 
ratio below the market ratio, as sug 
gested by some of our Senators, would 
put this country on a silver basis im- 
mediately, and would place us among 
the most backward countries of the 
world in so far as our currency system 
is concerned. If bimetallism were in- 
troduced at a ratio identical with the 
market ratio between gold and silver, we 
would be faced with alternating stand- 
ards, and with all the disadvantages 
associated with alternating from gold to 
silver or vice versa. No country in the 
world has bimetallism today, and there 
are no sound arguments that can be ad- 
vanced for it. 

Associated with the advocates of bi- 
metallism are a few who urge the intro- 
duction of symmetalism—the coinage of 
both gold and silver in the same coin. 
They assume that this device would pre- 
vent the over-valued coin from driving 
the under-valued coin out of circulation. 
No country, apparently, has attempted 
to use symmetalism since the beginning 
of the fourth century B. C., and the 
lessons learned then were that the prob- 
lems of foreign exchange were insuper- 
able. Brief reflection should convince 
us that it would be practically impos- 
sible to carry on foreign trade under 
current conditions if a country employed 
symmetalism. 

Then there are those who advocate 
the Fisher commodity dollar as a solu- 
tion to our present monetary problems; 
many believe that the Government is 
contemplating the introduction of such 
a plan. Some of the controversy re- 
garding the commodity dollar plan is 
due to the fact, apparently, that it has 
been widely assumed that such a plan 
was designed for use whenever the price 
level had reached a state of equilibrium, 
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whereas the commodity dollar advocates 
have been urging it at the very time that 
they were insisting that the price level 
should be forced up to a higher level. 
Devaluation of the currency for forcing 
a pronounced rise in the price level is 
one thing, and the use of the commodity 
dollar for stabilizing a desirable price 
level is another. The issue heretofore 
has really been that of devaluation, not 
that of a commodity dollar. Since a 
state of equilibrium and a desirable price 
level have not been reached and since 
devaluation has already taken place, it 
is not clear as to how the commodity 
dollar plan can be fitted into the pres- 
ent situation. And if we assume that 
such a plan is to be tried once the 
“proper” price level has been reached, 
there are many reasons for believing 
that such a plan could not function sat- 
isfactorily. A better organized system 
of banking, combined with better meth- 
ods of controlling credit and clearing 
international transactions, seem to offer 
much better prospects of accomplishing 
the desired ends. 

Another important issue before the 
country today is the soundness of the 
Warren monetary theories, since he 
seems to have exercised an important 
influence in the monetary policies of the 
President. Lack of space makes it im- 
possible to do more than give a summary 
of his conclusions with brief comments 
upon them. 

First, and perhaps most fundamental 
of all, Warren is one of those who be- 
lieve that our chief problem is a mone- 
tary one and that the proper way to 
generate recovery is by -manipulating 
the currency. This, as already pointed 
out, is a case of confusing cause and 
effect relationships. In the next place, 
he holds that prices are determined by 
the amount of gold in existence, and 
believes that if the number of gold units 
were increased the price level would 
rise in proportion. This theory is known 
to be false, both from theoretical and 
factual points of view. Warren ignores 
the most important part of our medium 
of exchange—deposit currency. Some 
facts which show the fallacy of his as 
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sumptions have been presented by Dr. 
Leo Pasvolsky in his recent book Cur- 
vent Monetary Issues. Others have been 
presented even more recently by Dr. 
Melvin T. Copeland in his International 
Raw Commodity Prices and the Devalu- 
ation of the Dollar, Business Research 
Studies—No. 5, Harvard University. 
Pasvolsky used the experiences of Eng- 
land, Sweden and Japan for illustra- 
tions. His calculations, modified only 
slightly and in the interests of greater 
accuracy, reveal that in England, the 
price of gold in domestic currency had 
risen in March to°143 (par exchange—= 
100), whereas the wholesale price index 
had fallen to 99 (September, 1931== 
100). According to Warren’s theory, 
the price level in England should have 
been approximately 120 instead of 99, 
if we allow for the fall of prices in the 
United States and France by 16 and 18 
per cent., respectively. In Sweden, the 
price of gold in March, 1933, had risen 
to 147, but the price level had fallen to 
98 with September, 1931100. Ac- 


cording to Warren's theory, the price 


level in Sweden should have been ap- 
proximately 123. In Japan, the price 
of gold had risen in March, 1933, to 233 
and the price level was 119. According 
to Warren’s theory, the price level in 
Japan should have been approximately 
193 instead of 119. These three in- 
stances are sufficient to show the com- 
plete fallacy of the Warren assumption. 
All are acquainted with what has hap- 
pened in this country. During the 
period in which the price of gold was 
raised by our Government from $31.36 
to $34.45 per ounce and finally to 
$35.00, our price level remained in the 
neighborhood of 70 to 72. Copeland’s 
researches show that the prices of most 
of the thirteen sensitive commodities 
either did not rise or declined as the 
price of gold rose, and that “The cold 
facts prove that over a two months’ 
period prices of the most sensitive com- 
modities have not risen in accordance 
with the changes in the paper value of 
gold, and that lack of correlation can- 
not be explained by seasonal factors.” 


(P. 33.) 
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The chief conclusions at which Pro- 
fessor Warren arrives, after leading his 
readers through a great mass of statis- 
tics, are set forth on pages 371, 375 and 
392-393, of his and Pearson’s book, 
Prices. There the authors say unquali- 
fiedly: (1) that “it is very easy to raise 
the price level by an expansion of the 
currency.” The answer to this is that 
the Federal Reserve banks in 1932 at- 
tempted to raise the price level by ex- 
panding deposit currency, but the effort 
was futile. There is no sound way to 
expand the currency if the public is not 
disposed to borrow. Warren’s. state- 
ment, therefore, can apply only to a 
case of inflation or devaluation either 
of which probably will lead to further 
trouble. 

(2) He says that “by adopting bi- 
metallism or symmetalism it is possible 
to set any price level that is desired.” 
There is nothing in bimetallic history 
that will justify this statement, and 
Warren offers no evidence in support 
of this contention. As to symmetalism, 
no country, apparently, has used such a 
standard since the beginning of the 
fourth century B. C., and there cer- 
tainly is nothing in the history of those 
early experiments that would lend sup- 
port to Warren’s assertion. In other 
words, this conclusion is without sup- 
port or substantiating evidence. 

(3) He says that “by reducing the 
weight of gold in the dollar any desired 
price level can be established.” There 
is no evidence presented by Warren, 
and there is no evidence known, that 
will support this contention. All that is 
known is that there is no predictable re- 
lationship between a given amount of 
devaluation of a monetary standard and 
the effect on the price level. 

(4) He says that “if such a dollar 
[meaning a compensated or commodity 
dollar plan} were adopted, any price 
level could be set and thereafter could 
be maintained at a substantially stable 
price level.” All of this remains to be 
proved, since no country in the world 
has ever inflated or devaluated its cur- 
rency in order to force a rise in the 
price level and then attempted to em- 
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ploy the commodity standard to stabilize 
its price level. Warren’s conclusions on 
this point, therefore, are a mere guess. 

(5) He says “that the effect of ris- 
ing prices is the same regardless of the 
cause.” This, of course, demonstrates 
that he does not realize that there is 
any difference between a sound rise in 
the price level and a rise in the price 
level generated by inflation. It seems 
almost inconceivable that a man who 
fails to recognize this most elementary 
distinction could be advising our Presi- 
dent on such important questions as 
those involved in the determination of a 
nation’s currency policies. 

(6) He says that “when a country 
has an irredeemable paper currency, it 
can have any price level it desires.” 
There are no facts whatever offered by 
Mr. Warren in support of this conten- 
tion, and the facts of history show that 
it is unsound. One need remind him- 
self only of our experiences during the 
Revolutionary and Civil Wars, or of 


the experience of the South with its 
Confederate currency, or of the experi- 


ences of such countries as France, Ger- 
many, Austria, Russia, and others dur- 
ing and after the World War, to know 
that such a statement is without any 
basis whatever in fact. 

(7) He says, finally: “if it is desired 
to return to the gold standard there is 
only one way to raise prices; that is, by 
reducing the grains of gold in the dol- 
lar.” This statement, of course, is not 
true. A country may return to the gold 
standard and at the same time foster the 
rise in the price level in various ways. 
Warren again forgets that there is such 
a thing as a sound rise in the price level 
growing out of a sound recovery in 
business. 

Following the despoliation of the dol- 
lar under the Warren gold purchase 
plan, we have seen our dollar devalu- 
ated, the gold reserves of the Federal 
Reserve banks confiscated by our Gov- 
ernment, and a so-called Stabilization 
Fund created which may prove to be a 
fighting weapon rather than an instru- 
ment of exchange stabilization. Devalu- 
ation has provided the Government with 
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additional currency which can flow into 
our banks as additional cash deposits 
and reserves, and which, in turn, can 
serve as a basis for a tremendous expan- 
sion of deposit currency and can free 
the member banks from the restraining 
influences of the Federal Reserve banks, 
And in the end, it is possible that we 
may see the despoliation of the great 
mass of people who will suffer expro- 
priation should the possible tremendous 
rise in prices which can take place f- 
nally eventuate. 

It is difficult to realize, somehow, 
that the United United States Govern- 
ment, in such a short space of time, 
could place itself in a position to take 
these steps. It has not been long since 
we assumed a rather superior attitude 
toward European countries regarding 
the way in which they failed, as we sup- 
posed, to manage their currencies prop 
erly, just as it has not been long since 
we were wont to assume a superior at- 
titude regarding the campaign of the 
bimetallists and silver advocates of the 
‘90's in this country. But today, within 
the space of a relatively few months, we 
have reached a stage in which we are 
introducing monetary policies that will 
equal, if they do not surpass, some of 
the wildest monetary programs known 
to monetary economists. 

In the past, sound money advocates 
have been able to win a large propor: 
tion of their battles in this country, but 
today the Government apparently is on 
the side of the unsound advocates, and 
it looks as though this country is des 
tined to be faced for many years to 
come with all the problems that grow 
out of the adoption of such indefensible 
monetary schemes. 

One of the tragic aspects of such a 
program is that the very people whom 
these inflationists and devaluationists wish 
to help will probably suffer most as a re- 
sult of these unsound monetary measures. 
It should be interesting to the future his: 
torian to read the statement made by 
Senator Thomas on April 24, 1933, re- 
garding the purposes of his inflation 
amendment to the Agricultural Adjust 
ment Act (May 12, 1933), and then 
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consider the real effects of that amend- 
ment. Senator Thomas said: “If the 
amendment carries and the powers are 
exercised in a reasonable degree, it must 
transfer that $200,000,000,000 in the 
hands of persons who now have it, who 
did not buy it, who did _ not 
earn it, who do _ not deserve it, 
who must not retain it, back to the other 
side—the debtor class of the Republic, 
the public who owe the mass debts of 
the Nation.” What the Thomas Amend- 
ment is most likely to do is to transfer 
some such amount from the masses to 
the speculators and propertied class who 
have some opportunity to profit, at least 
for a time, from inflation or devaluation. 
Senator Thomas has as his fundamental 
purpose the impairment of the people’s 
savings, of life insurance policies, of the 
assets of some of the greatest and finest 
social institutions we have. He proposes 
to make a farce out of prudent and care- 
ful living. Although sound money ad- 
vocates are held up to the public by such 
men as Senator Thomas as the chief 
enemies of the common man and woman, 
it will not require many years, or per- 
haps even months, to demonstrate that 
they are the very best friends of the 
great majority of people of this country. 

It is always a fair question to ask what 
the author of an article of this sort would 
do if he were given the responsibility of 
solving such problems. Some mistakes 
have been made which probably cannot 
be undone, but within the limits of rea- 
sonable prospects of attainment, this 
author would recommend to Congress 
that it repeal the upper limit of 60 cents 
for devaluation, and he would appoint a 
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committee of experienced monetary ex- 
perts to determine the proper point for 
returning to a gold standard. He would 
recommend a_ gold bullion - standard 
rather than for a full-fledged gold stand- 
ard, in order to prevent, at least to a 
large extent, gold hoarding. The present 
so-called international gold bullion stand- 
ard is not satisfactory because it leaves 
the country internally on an inconvertible 
paper basis and removes the proper re- 
straints to an inflation and depreciation 
of the currency. He also would advocate 
the establishment of the necessary ma- 
chinery for the proper clearance of in- 
ternational balances through the Bank 
for International Settlements in order to 
economize in the use of gold. He would 
block, to the best of his ability, every 
move to introduce bimetallism, sym- 
metalism, or to inject more silver into 
our currency system, either as circulat- 
ing currency or as additional reserves in 
our Treasury or Federal Reserve banks. 

It is his opinion that such a policy 
would do as much to restore confidence 
in this country and to encourage business 
recovery as any single measure that 
could be adopted by our Government. 
It should foster the continuation of the 
return of capital from abroad; it should 
encourage people to make capital invest- 
ments; it should make possible the flota- 
tion of the securities, within the limita- 
tions of the Securities Act, which are 
necessary if business men are to expand 
their productive activities; and it should 
generate the recovery on which prosper- 
ity rests and grows, and which alone 
leads a people to a state of contentment 
and happiness. 
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Getting Back to Prosperity 


Farmers, Manufacturers, Consumers and the Unemployed All 
Need Some Form of Assistance 


By WILLIAM A. Noyes 


HE classes most in need of assist- 
[== for recovery from the depres- 
sion are farmers, manufacturers 
and the unemployed. Incidentally, con- 
sumers must also be considered and a 
genuine and permanent recovery can 
only be secured through the hearty co- 
operation af these four classes and the 
willingness of the members of each class 
to consider the interests of other classes 
as well as their own personal advantage. 
We are compelled to admire the cour- 
age with which President Roosevelt, Sec- 
retary Wallace and General Johnson 
have undertaken to adjust the exceed- 
inly complex and varied problems in- 
volved, and we should support or criti- 
cise them on the basis of the picture as a 
whole and not on a_ consideration, 
merely, of the advantages or disadvan- 
tages of the results to ourselves. 

Farmers in the Middle West are mak- 
ing a very insistent demand for infla- 
tion. They do not realize that one of 
the most important causes for our difh- 
culties is the world-wide inflation which 
occurred during and after the war. 
Many people think of inflation as the 
direct issue of currency by the Govern- 
ment in payment for its expenses with- 
out any security other than the promise 
to maintain the notes as legal tender. 
Up to the present, inflation in the 
United States has taken other forms. 

The Great War cost the United 
States $32,000,000,000, $22,000,000,000 
for our own expenses and $10,000,000,- 
000 loaned to the allies to help them 
pay theirs. All the allies left the gold 
standard during the war. However, the 
fall of our dollars to one-half their pre- 
war value was not due to that but rather 
to the vast sums paid out to our citizens 
for munitions, food and supplies for our 
army, ships and other items. Ten bil- 


lion of the money paid out was secured 
by taxation and short time credits and 
by the sale of Liberty bonds. Both the 
short time credits and the Liberty bonds 
were considered by the people as more 
secure than currency would have been 
but they were available for all business 
purposes and, so far as the Government 
was concerned, these constituted the in- 
flation of the period. Not long after 
the war the United States and England 
succeeded in balancing their budgets 
and returned to the issue of gold in ex- 
change for their currencies. Germany 
and France could not do that and con- 
tinued governmental inflation by the 
issue of currency in Germany and both 
currency and bonds in France. In spite 
of the return to the gold standard the 
inflation of prices, especially those for 
manufactured articles, continued in Eng- 
land and the United States, and the 
purchasing power of dollars was much 
less than before the war. 

The prices paid farmers for their 
products in 1919 were more than twice 
as much as those paid in 1913. Added 
to the effect of the flood of money dis- 
tributed during the war was an extraor- 
dinary demand for food stuffs in 
Europe and a guarantee of the price of 
wheat by the Government. Wheat sold, 
at one time, for $3.50 a bushel. This 
inflation of prices was short lived and 
had a disastrous effect. 

INFLATION OF FARM VALUES 

A corresponding inflation of farm 
values occurred and many farmers, in- 
stead of seeing that the fictitious prices 
must be temporary and using the op- 
portunity to reduce their debts and to 
lay by something for the lean years sure 
to follow, mortgaged their property and 
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bought additional land at prices for 
which no reasonable return could be ex- 
pected. In this and in other ways many 
of them are now burdened with debts 
on which they cannot pay even the in- 
terest. During the past year the prices 
paid for their crops have not given them 
reasonable wages for their labor and 
have given no return for capital in- 
vested in farms, machinery and build- 
ings. 

Farmers say, very justly, that they 
should not be required to pay a debt 
incurred when the purchasing power of 
the dollars borrowed was fifty cents, in 
dollars which have returned to their full 
purchasing power. The events of recent 
years have demonstrated again that gold 
is not a satisfactory standard for values. 
President Roosevelt has answered this 
complaint of the farmers by saying that 
he intends to have a dollar which will 
have the same purchasing power for a 
generation that it has today. 

Farmers are not satisfied with that but 
demand “parity” for farm products. 


There are two fatal objections to this 
demand if it is to be secured by infla- 


tion of the currency. The prices of 
farm products are too narrow a basis 
for a stable currency. A _ temporary 
parity which might be obtained by an 
increase in farm prices would soon be 
made ineffective by a corresponding or 
even greater increase in the price of 
other goods, because the relation of 
farm prices to the prices of other goods 
would not be changed. This would call 
for further inflation and we should be 
embarked on the road which led to such 
disastrous results after the Revolution 
and which has impoverished the middle 
classes of Germany and France. 

The price of $35.00 for an ounce of 
gold corresponds to a practical inflation 
of our currency by about 70 per cent. 
The purchasing value of our dollar in 
foreign markets has been decreased a 
little more than 40 per cent. The Eng- 
lish pound has been inflated by the same 
methods and by almost the same amount. 
The ratio between the values of the 
dollar and pound are almost the same as 
that before either currency was inflated. 
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This should make it possible for England 
and the United States to agree on a 
stabilized ratio between the dollar and 
the pound. Such an agreement would 
go very far toward setting a new mone 
tary standard for the world. 


FIXING FARM PRICES 


Another demand of the farmers is 
that the Government shall fix the prices 
of corn, wheat, live stock and cotton, 
This brings out the radical difference 
between the methods which may be 
used to help manufacturers and _ those 
needed to help farmers. About 35 per 
cent. of our exports are in agricultural 
products. So long as more of such prod- 
ucts are raised than can be used at home 
the price must depend chiefly on prices 
abroad and prices can be maintained at 
a higher level than that only by reduc- 
ing production or by paying an export 
bounty. Germany secured her beet 
sugar industry by means of an export 
bounty but that is very different from 
paying a bounty on products produced 
by one-fourth of our people. Secretary 
Wallace and President Roosevelt are 
right in saying that such a payment 
could not be borne by the rest of us. 

Such a bounty may be _ disguised 
under the terms, “Debentures” or “Fix: 
ing the price of farm products” or other 
formulas but the final effect would be 
the same. Farmers are being helped by 
loaning them money to carry their mort: 
gages, by paying the processing taxes to 
those who will reduce production and 
by loans on stored crops. This would 
seem to be about as far as we can go 
without injustice to the three-fourths of 
our people who are not farmers. In 
spite of the hard condition of the farm 
ers there is a strong drift back to the 
farms. The unemployed are much worse 
off than those farmers who are able to 
hold their lands. 

Manufacturers and owners of public 
utility companies, such as railroads and 
purveyors of water, gas, electricity and 
telephone and telegraph services, need 
relief in three ways: First, reduction of 
their capital to actual cost after writing 
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off annually a reasonable percentage for 
amortization and also the fictitious values 
created by stock manipulations; second, 
an increase in the purchasing power of 
consumers so that consumption may re- 
turn to its normal volume; third, agree- 
ment between manufacturers of the same 
line of goods which will keep the expan- 
sion of plants in a close relationship with 
the market for the articles produced. 

The inflation in this field has been 
more serious and harmful than the in- 
flation with Liberty bonds and with 
farm values. This is shown by the fact 
that within a short time after the break 
in the stock market in 1929 the value 
of stocks quoted in Wall Street fell 
more than $80,000,000,000. This is a 
propitious time for requiring all cor- 
porations to reduce their capitalization 
to the basis of actual cost, after writing 
off a reasonable amount for amortiza- 
tion. 


REGULATION OF EXCHANGES 


The extent to which the inflated val- 
ues are the result of manipulations on 
the stock market has been shown in the 
revelations of the Government hearings 
and in many recent articles in the maga- 
zines. Transactions on the stock ex- 
changes should be confined to bona fide 
sales to persons seeking permanent in- 
vestments. The extent to which trad- 
ing on the exchanges is of a different 
character is indicated by the recent at- 
tempt of New York to tax such trans- 
actions. This was frustrated by the 
threat to remove the exchange to New 
Jersey. A Federal tax on exchange 
transactions dealing in agricultural prod- 
ucts as well as on those dealing in stocks 
would do much to reduce or remove 
this evil. 

The reduced purchasing power of our 
people is due largely to the plight of 
the farmers and to unemployment. We 
can well afford to pay a little more for 
a processing tax on flour, pork and beef 
if the tax collected can go to the relief 
of the farmers. Secretary Wallace is 
very wise in paying the money to farm- 


ers who are willing to reduce their 
acreage and lessen producton. The pur- 
chasing power of the unemployed must 
be promoted by re-employment. This is 
being promoted by a maximum working 
week, usually 35 hours, combined with 
at least a minimum weekly wage. This 
spreads employment among a_ larger 
number of individuals. The labor cost 
of production will be increased but this 
will be largely if not wholly compen- 
sated by labor saving machinery which 
has greatly reduced the labor required 
per unit of product. There is a wide- 
spread belief that manufacturers have 
reaped more economic benefit than 
laborers from such machinery. A bet- 
ter distribution of the benefit is impera- 
tively necessary and there can be little 
doubt that manufacturers will secure 
great advantages, in the end, from a less 
selfish policy than from the one they 
have followed in the past. Somewhat 
lower profits are better than the de- 
pressed markets of the last few years. 
Very much can be gained by co-opera- 
tion all around. 

Reemployment is also promoted by 
public and private construction with the 
aid of Government money. We spent 
$32,000,000,000 in the prosecution of 
the war. We can well afford to spend 
a few billion to lift ourselves out of the 
present depression. 

We should increase our Federal in- 
come taxes, as was done during the 
war, making it clear that we intend to 
balance our budget and resume retire- 
ments on our bonds as soon as possible. 
It is unfortunate that we could not in- 
duce England to reduce her navy to our 
level instead of building ours up to 
hers. It is the right time to curtail all 
unnecessary expenses by the Federal, 
state and municipal governments. 

In 1918, 7 per cent. was collected on 
declared incomes of nearly sixteen bil- 
lions. In 1931 the declared incomes 
were still more than thirteen billions but 
the tax collected was only 1.8 per cent. 
of the incomes declared. Incidentally, 
the incomes reported show that there is 
a plenty of capital to care for unemploy- 
ment if it is properly used. 
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PLIGHT OF THE COAL MINERS 


Unemployment among coal miners de- 
serves particular consideration because 
of the excess of laborers in this field. If 
all the miners were to work steadily 
three days in the week they would mine 
more coal than could possibly be sold. 
There are three possible solutions for 
this problem. A large number of the 
miners might leave mining and enter 
other occupations. This has happened 
in farming. In 1929 there were no more 
farmers than there were in 1900, al- 
though the population had increased 30 
per cent. The miners might work three 
days in the week and spend three days 
in idleness. It would probably be bet- 
ter than either of these that each miner 
should be provided with a small plot of 
ground on which he could raise vege- 
tables and other things for his family. 

Consumers must also be considered if 
we are to return to normal and really 
livable conditions. Senator Borah com- 
plains that the permission given by the 
NRA for manufacturers to combine will 
result in gigantic monopolies which will 
charge exorbitant prices. This is a very 
real danger. The first step against it 
should be the requirement from every 


firm of detailed reports of receipts and 
expenditures and of invested capital, 
This would make it possible to deter- 
mine whether unfair profits are being 
made. The sooner that every one can 
see that the old principle of laissez faire 
has broken down and must be replaced 
by co-operation between all classes of 
society, the sooner we shall be able to 
establish a permanent civilization on the 
new basis. The heavy tariffs on im 
ported goods furnish the Government 
with a ready means for enforcing rea- 
sonable prices, if we are willing to use 
these in a scientific manner. When the 
profits made in a given industry are un 
fair the tariff could be lowered and 
cheaper foreign goods could be admitted. 

Public utilities require a different 
treatment. It has long been recognized 
that these are necessarily monopolies and 
that' their rates should be regulated. 
Unfortunately, the utilities commissions 
of the various states have not functioned 
very well. Possibly the solution for this 
problem will be public ownership. That 
solution was adopted by the post office 
long ago and has been adopted for the 
telegraph in England and for railroads 
in France and Germany. It has already 
been adopted for electricity in some of 
our Cities. 


Gold Imports Stimulating Bond Market 


WHILE the Government gold profit of $3,- 
000,000,000 resulting from revaluation of the 
dollar had no effect on the bond market, the 
$700,000,000 of gold imported in the last 
few months was a factor in raising prices of 
bonds, Dr. Lionel D. Edie said last month 
in an address at a luncheon of the New York 
Financial Advertisers. 

“We are now in what might be called a 
rousing bull market in high-grade bonds,” 
said Dr. Edie; “yield values are at the lowest 
point in the last two decades. The impetus 
for the sharp run-up in these securities is 
provided by the gold situation. In the last 
few months we have imported about $700,- 
000,000, and this gold has had the effect of 
increasing the reserves of member banks of 
the Federal Reserve System throughout the 
country, giving them at the present time 


excess reserves of about $1,500,000,000. 
We have been somewhat deceived by the 
much heralded gold profit of the Govern 
ment. This profit of something over $3,000, 
000,000 reposes in the Treasury completely 
sterilized and without effect marketwise, so 
that by no stretch of imagination can it be 
called an inflation factor. The effect is no 
more than if the profit had not been taken. 
Our imports of gold are the principal factor, 
but it should be remembered that our ex: 
ports, should they come, affect the markets 
just as adversely as imports affect the mar- 
ket favorably. This is where the element of 
risk enters into the market for high-grade 
bonds.” 

High prices for bonds represent a trend 
distinctly opposed to high commodity prices, 
Dr. Edie said. 
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Credit and the New Deal 


By CHESTER H. McCay 


Assistant to the Secretary of Commerce 


The following is part of a recent address to credit men outlining a number of steps 


being taken by the Administration which 
Many of 


problems of credit executives. 


nificance for bankers —THE EpitTor. 


N the past fifteen years, one of the 
most difficult problems of the credit 
executive has been the lack of agree- 

ment, standardization and conformity in 
credit terms and discounts. This un- 
healthy condition led in a wide variety 
of cases to competition in terms, instead 
of a competition in merchandise. For 
several years in all parts of the country 
I have heard credit men bemoan this 
situation. Let me refer for a moment 
to the Department of Commerce Mer- 
cantile Credit Survey of 1930. Twenty- 
five sets of terms were used as a classi- 
fication basis for the 8439 wholesalers 
and manufacturers included in this sur- 
vey. Even with such a detailed sub- 
division of terms, there were 1400 
companies whose terms did not fall in 
any of these classifications. These 
twenty-five subdivisions were considered 
the most prevalent terms in use and 
several of these subdivisions included 
only twenty-five or thirty companies 
using a particular set of terms. This 
gives some idea of the relative lack of 
uniformity in established terms. How- 
ever, this was only part of the picture. 
Even though an industry had custom- 
arily established and standardized terms, 
the great difficulty was the failure to 
enforce these terms properly. 

Obviously, such a situation had a very 
deleterious effect upon commercial 
credit practices. It has probably caused 
more gray hairs among credit managers 
than any other single problem in credit 
Management. 

With the inauguration of the NRA 
and codifying of industry, there was a 
general expression of hope and approval 
throughout the country, for the code 


are designed to relieve some of the current 
Mr. McCall’s statements have special sig- 


process offered the first definite promise 
of a standardization of sound and ethical 
terms among the various industries. This 
hope has been to a large extent fulfilled. 

An examination of the first 280 ap- 
proved codes discloses that 111 codes 
have provisions setting forth definite 
terms and discount rates. There is every 
reason to believe that, as the Code Au- 
thorities continue their administrative 
work, definite provision will be made 
for terms and discounts whenever the 
members of any industry may abuse 
established terms. 

In the pre-code business era, trade 
terms were a matter of ethical agree- 
ment and conduct among the members 
of a trade or industry. But now, when- 
ever a code specifies definite terms and 
discounts, such terms and discounts are 
legal requirements. They are law. To 
break the credit-terms provision of a 
code is just as much a legal offense as 
defying the wages-and-hours provisions 
of a code. There is no doubt in my 
mind that the legalizing of trade terms 
and discounts is one of the most salutary 
benefits that can come to the credit 
fraternity. 

We may get some conception of the 
stabilizing effect of this establishment 
of uniform terms through NRA codes 
by considering one or two industries 
from the viewpoint of their code terms 
and pre-code terms. In the lumber and 
timber industry, for example, no definite 
trade standards as applied to credit terms 
or practices had been established previ- 
ous to the codifying of this industry 
under the NRA. At the time of the 
adoption of the lumber and_ timber 
products code, a chaotic condition ex- 
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isted in the industry. Manufacturers, 
this is, mills, sold lumber to wholesalers 
based upon their knowledge and per- 
sonal contact and, between them, they 
arranged credit terms as satisfactory as 
possible to both parties. Department of 
Commerce information shows that dur- 
ing the depression manufacturers tight- 
ened up on credit, but, nevertheless, in 
order to move their lumber, many sales 
were made which were below the cost of 
production and on the best terms that 
could be arranged. Lumber manufac- 
turers’ terms were generally net cash, 
thirty to sixty days from date of ship- 
ment, or 2 per cent. discount on net 
amount of invoice after deducting 
freight, if paid within ten to twenty 
days from date of invoice. There was, 
however, a widespread abuse of these 
terms and, in order to sell their prod- 
ucts, many mills accepted ruinous terms 
and discounts. In the retail. division of 
the lumber industry, many offers of 
special trade discounts were made to 
contractors and other large buyers. This 


practice had, of course, a very demor- 
alizing effect upon the industry. 

Now let us turn to the terms provi- 
sions in the lumber and timber prod- 


ucts code. The maximum terms allowed 
in this code for wholesalers is 80 per 
cent. of the net amount within fifteen 
days from date of invoice, balance less 2 
per cent. of total after deducting actual 
freight, within sixty days from date of 
invoice. The maximum terms allowed 
in this code for retailers are 2 per cent., 
five days after arrival of goods, sixty 
days net from date of invoice. 

Determine from these comparisons the 
stabilizing effect upon this industry of 
legally established terms and discounts. 
Competitions in terms and discounts will 
no longer be allowed. The credit ex- 
ecutive in this industry will no longer 
have the difficult problem of terms that 
he has had in the past. His job wili be 
with his customers and not with other 
sellers whose exorbitant or unjust terms 
provided a credit advantage over the 
ethical practices of the company adher- 
ing strictly to customary terms. 
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CREDIT IN THE SHOE INDUSTRY 


The boot and shoe manufacturing in- 
dustry gives us another pertinent illus. 
tration. The customary pre-code terms 
of sale and the terms of sale specified in 
the boot and shoe code are the same, that 
is, 5 per cent. for payment within thirty 
days, with a fifteen day tolerance for 
shipments west of the Rocky Mountains, 
provided for in the code. The great 
difference, however, lies in the fact that 
the terms set forth in the code must be 
adhered to legally, where there was 
nothing but ethical practice and respon- 
sibility to guarantee adherence to terms 
under pre-code practices. 

The pre-code terms of sale, even 
though stated as 5 per cent., thirty days, 
were subject to great variance, because 
of the extremely complicated and com- 
petitive system of distribution in the 
boot and shoe industry. Wherever 
possible, an attempt was made to get 
small buyers to adhere to the 5 per cent., 
thirty days, but 6, 7 and even 8 per 
cent. was granted to various buyers as 
dictated by the size of orders placed, the 
insistence of the buyers, and the desire 
of sellers to keep their business. In 
many cases buyers demanded and were 
given cash discounts on the basis of sixty 
and ninety days settlement. Maximum 
terms were probably extended on about 
30 per cent. of the number of orders re- 
ceived, but it must be remembered that 
these orders amounted to perhaps 50 
per cent. of the boots and shoes sold. 
It requires but a moment’s reflection to 
conclude that the stabilization of terms 
on one definite basis in this industry 
will give credit executives a sound and 
constructive basis upon which to pro 
ceed. 

These two examples are _ illustrative 
of the general effect of one New Deal 
principle and act upon the work of 
credit men. In the years immediately 
ahead, the value of this standardizing 
and legalizing of terms and discounts 
will have a permanently beneficial i 
fluence upon the field of credit man 
agement. 








The 


NATIONAL BANK 
OF DETROIT 
Statement of Condition, March 5, 1934 


RESOURCES 


Cash on Hand and Due from 
other Banks. . . . .. . $ 52,805,820.00 


United States Government 
Securities . . Bi a 97,683,272.52 


Securities other than U. S. Government 
Stock in Federal Reserve Bank . 

Loans and Discounts . 

Real Estate Mortgages 

Overdrafts 

Accrued Interest eaitialilie— Ser . 


Customers’ Liability Account of Acceptances anil 
Letters of Credit 


Other Resources 


TOTAL RESOURCES . 


LIABILITIES 
Deposits: 
Commercial, Bank and Savings $174,656,454.97 


Public Funds secured by pledge 
of U. S. Government.Bonds: 
Treasurer—State of Michi- 
ome. . . ee Ro 6,528,642. 77 
U.S. Geiveniienk oly er 18,613,372.58 
Miscellaneous . .. . 381,341.30 


Other Public Deposits. . . 3,367,315. 56 


Capital Account: 
Preferred Stock. . . . . 12,500,000. 00 
Common Stock eer ee 5,000,000. 00 
Surplus. . . 5,000,000. 00 
Undivided Profits (Paid in) Re 2,500,000. 00 
Undivided Profits (Earned) . 463,905. 56 


Reserve for Contingencies 
Reserve for Expenses and Dividends 


Our Liability Account of oem: and Lathes 
of Credit ee Sane 


TOTAL LIABILITIES . 


$150,489,092.52 
6,784,991 .62 
675,000.00 
59,404,616 .93 
10,849,057 .36 
2,238.71 
1,238,576. 20 


291,812.10 
96,982.21 


$229,832,367.65 


$203,547,127.18 


25,463,905 . 56 


300,000.00 
229,522.81 


291,812.10 
$229,832,367.65 
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Carn cn nc cc cnn ccc ccc c ncn 


GETTING THE MANUFACTURER OUT OF 
THE BANKING BUSINESS 


This matter of terms naturally brings 
up the old question of the wholesaler 
and manufacturer financing their retail- 
ers through undue credit extensions in 
terms and discount privileges. Under 
the provisions of the code in these in- 
dustries where definite terms are speci- 
fied, the supplier can no longer serve as 
a banker to his customers. I know that 
some complaints have been received by 
the NRA from retailers who allege that, 
without special terms and extensions 
which they were able to secure prior to 
the NRA, they have insufficient work- 
ing capital to maintain their operations. 
Of course, such a situation works a 
hardship upon the retailer, who has 
heretofore depended upon his suppliers 
to serve as his bankers. The develop- 


ment of this situation has brought to the 
forefront the need of smaller businesses 
for adequate credit and banking facili- 
ties. It proves that wholesalers and man- 


ufacturers should be relieved of a func- 
tion which they should not have been 
forced to perform in the past. It brings 
to the forefront the need of small mer- 
chants for adequate credit facilities. It 
does not mean, however, that, as this 
plan may be developed, credit aid will 
be available simply because it is needed. 
The small merchant and business man 
must put his house in order. He must 
run his business on a sounder and more 
efficient basis. 

Good management will become a re- 
quisite for credit privileges. As long 
as the wholesaler and manufacturer 
were financing the retailer, he was not 
in many cases subjected to the fulfill- 
ment of a prescribed requirement and 
status without which this aid was not 
forthcoming. As plans are developed 
to provide credit aid when it is needed 
among small businesses, a standard of 
operating efficiency and capital require- 
ments will be set up as an objective 
which the small business must strive to 
attain. 

This will not alone serve the impor- 
tant need of relieving the wholesaler 


and manufacturer from financing some 
of his customers, but it will tend to 
bring greater stability to this entire di 
vision of our economic system. When 
such a program has been operative over 
a period of several years, it will reduce 
very substantially the number of busi- 
ness failures. The constructive effect 
of this improvement upon your jobs as 
credit executives cannot be minimized. 


DECENTRALIZATION OF INDUSTRY 


Throughout the 
gram we find the 


entire recovery pro- 
red thread principle 
of decentralization. Decentralization of 
industry is bound to go hand in hand 
with redistribution of wealth and popu 
lation. Seven Government agencies are 
now devoting careful study and atten- 
tion to the objectives of decentralization 
and redistribution of population, busi- 
ness and industry. This objective is a 
fundamental principle of the New 
Deal. It will be accomplished, though 
gradually in some cases. 

The experience of the ten years fol 
lowing the World War has taught us 
that concentration and centralization in 
business and industry in large centers 
were a contributory cause to the depres- 
sion. Great congestion and complexity 
resulted, increasing materially our eco 
nomic and social problems. The cor- 
rective process of curing this situation 
constitutes also a preventive measure 
safeguarding the nation to a consider’ 
able extent against the occurrence of 
another catastrophe of such tragic pro 
portions. 

This decentralization and _ redistribu- 
tion of industry and population is of 
prime importance to the commercial 
credit executive. It means that his 
debtors in smaller outlying centers will 
now be aided by a gradual influx of 
new customers and_ business, thus 
strengthening the debtors’ cash position. 
You can readily see, without my devel- 
oping this idea step by step, that the de- 
centralization of population in industry 
will work gradually toward strengthen: 
ing the credit status of retailers and 
small merchants in suburbs and smaller 
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centers within the trade areas and adja- 
cent to larger cities. 

Summarizing the points which I have 
discussed, we find, on the basis of this 
hurried analysis of factors, that the 
New Deal is definitely aiding the field 
of commercial credit in five major ways: 
Definite standardization and legalization 
of terms of sale and discounts in vari- 
ous industries; relieving the wholesaler 
and manufacturer from the unsound 
responsibility of financing their custom- 
ers through undue credit extensions; the 
improvement of business management 


BOSTON 


and efficiency among the small businesses 
who must meet a prescribed standard of 
operating efficiency and net worth be- 
fore they are entitled to credit aid; the 
consequent reduction through these dif- 
ferent factors of business failures; and, 
finally, a general improvement in the 
credit status of small industries and 
small business men through the decen- 
tralization and redistribution of indus- 
try and population. And, of course, 
over and above these points just cited, 
we have the general advancement in the 
business situation as a major contribu- 
tory aid to the credit field. 


LEADING TOWARD SOCIALIZED INDIVIDUALISM 


ALTHOUGH frightened little business men may have accepted the 
National Recovery Act only as an immediate way out of the crisis, 
it is leading us toward the socialized individualism that has long 


been adumbrated by scholars. 


And now it is, I believe, here to 


stay.—Professor E. R. A. Seligman. 
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How Many Safe Keys Are Enough? 


A Discussion of the Best Accepted Sate Deposit Practice in the 
Issuance of Keys 


By JoHN A. SHEETZ 
President, The Safe Deposit Association of Cleveland 


This article on a very important phase of safe deposit management has the approvai 


of the National Safe Deposit Advisory Council. 


Mr. Sheetz is connected with the 


Willoughby, Ohio, branch of the Cleveland Trust Company.—EpiTor. 


in safe deposit vault operation that 
only two keys to each lock should 
knowingly exist. 
The rules for vault operation are de- 
ductions in composite form from well 
established practices in many successful 


[: has become an established practice 


and conservative vaults. The safe de- 
posit business is not an exact science, 
and isolated cases may arise where a 
vault operation varies from the rules 
prescribed. Furthermore, the rules laid 
down for the operation of the vault 
should not be regarded so absolute as to 
make variation impossible under extraor- 
dinary and unusual circumstances. 
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Situations can be imagined where 
more than two keys to a lock might be 
required and even justified, but in an 
overwhelming number of cases one key 
would be insufficient and three keys 
would be too many. Many years of ex: 
perience on the part of safe deposit 
vaults have proven two keys to be the 
practical and correct number. There- 
fore, the rule should be in agreement 
with a practice that is beyond the stage 
of experimentation and _ which has 
proven to be both practical and valu 
able to a large majority of vaults. 

The significance of a definite rule 
about the number of keys as contrasted 
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with no rule and an utter disregard for 
the number of keys lies in the funda- 
mental principle of safeguarding a vault 
by a consistent and unvarying adher- 
ence to a prescribed procedure. Losses 
and unnecessary risks are assumed by 
any vault that has no prescribed stand- 
ard of practice. But when we combine 
the effect of a rigidly enforced stand- 
ard in a single vault with the force of 
uniform and practically universal adher- 
ence to the same standard by all vaults, 
there is established a custom of the trade 
as reliable in safeguarding a vault as 
statutory law itself. 

No vault can control the acts of per- 
sons outside its jurisdiction, and it is, 
therefore, possible that a tenant might 
make additional keys, using the originals 
issued to him for a pattern. The vault, 
however, is exercising care and due dili- 
gence when it provides only two keys at 
the time the box is rented and knows of 
the existence of none other. It thereby 
offers the maximum protection obtain- 
able under present day methods for con- 
ducting a safe deposit business. 

The safeguards to improper access 
are many and should not be restricted to 
the signature system of identification or 
any other type of personal identifica- 
tion. Keys are only another protection 
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against unauthorized access, although 
in themselves not sufficient. If the logic 
of a person who desires to rely solely 
on identification, disregarding the im- 
portance of keys, were followed to its 
ultimate conclusion, we would have to 
admit that vaults could operate even 
without steel boxes. No physical pro- 
tection aside from a strong vault itself 
would be required under circumstances 
where full reliance is placed on iden- 
tification and individual keys and nests 
of boxes would become obsolete to be 
replaced by inexpensive containers care- 
fully filed away by the attendant. 

Uniformity and consistency of prac- 
tice is a defense in case of claims for 
mysterious disappearance or loss of 
property. Individual and non-duplicated 
keys for each box are an added safe- 
guard against improper and unauthor- 
ized access, removing to the realm of the 
improbable, if not the practically impos- 
sible, a loss traceable to the vault. 

Briefly, the reason for two keys is a 
practical one discovered through many 
years of experience in operating vaults. 
Keys, aside from identification, are a 
safeguard against improper entry. The 
importance of uniformity in the number 
of keys and their treatment cannot be 
overemphasized. 


THE key chest, if set in the safe deposit box section, should always 
be locked and, if kept in the office, so arranged that two persons 
must be present when keys are removed or returned to the trays. 
These should be carefully checked at intervals to avoid errors. 
When keys are surrendered they should be delivered to the one 
in charge of the key chest to be verified before being placed on 
the tray —L. E. Thoman in ‘Safe Deposit Operation and Man- 


agement.” 





Regional Losses in Earning Assets 


By Freperick MUELLER, JR. 


This is the eighth of a series of twelve articles by Mr. Mueller in which he 
discusses the various problems involved in the management of the earning assets 
of a bank. The first article appeared in the October issue. A few copies of 
subsequent issues are available to new subscribers wishing to have the complete 
series, and may be obtained if application is forwarded promptly.—Enrror. 


AST month’s article dealt with the losses sustained in 
earning assets, by all National banks, over the ten 
year period from 1922 to 1931 inclusive. In setting 

out the figures, attention was called to the limitation that 
the figures represent aggregates only, and the results de- 
rived from a study of the changes must be considered in that 
light. This article will become qualitative to the degree that 
the study will be concerned with the Federal Reserve dis- 
tricts or subdivisions, and will consequently reveal the varia- 
tions between the districts or subdivisions. 

It is obvious that the geographical location makes every 
Reserve district different from every other. However, there 
are more important diversities. Consider the first district 
with Boston as the Federal Reserve City, and the tenth 
district with Kansas City as the Federal Reserve City. The 
tenth district covers several times as much territory as the 
first district. However, we must remember that New Eng- 
land is an older and more settled community. Its evolution 
is slow, due to its age and its adaptations. Land which is 
none too suitable for agriculture has been, to a large degree, 
adapted to industrial uses. ‘The businesses which are domi- 
ciled there are the result of a long continued policy of 
entrenchment, well managed, and tempered with time. 
Because of its poor agricultural qualities, the first district 
has become an industrial center, with specialization in cer- 
tain types of manufacturing such as shoes and textiles. 
On the other hand, the tenth district is comparatively young. 
Nature has endowed it with agricultural fertility, and in 
this region we find that the growth of crops and farm 
produce predominate. Such diversities are not all in- 
clusive, for we find manufacturing activities in the tenth 
district and farming carried on in the first district. It is 
true, however, that manufacturing activities are predomi- 
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nant in New England, and that agricultural pursuits are 
most common in the Middle Western section. 

Such differences as these bring us directly to our con- 
sideration of losses in earning assets among the various 
Federal Reserve districts. Is there uniformity or will losses 
vary according to management? That there are different 
problems i in different districts relating to the earning assets 


is admitted in the Federal Reserve Board report for 1931 
which says: 


In consequence of heavy charge-offs, on account of losses, net 
additions to profits in the four western Federal Reserve Districts were 
relatively low ... and in the San Francisco district slightly less than 
the amount of dividends paid... .! 


Our interest lies in the disparity in these groups. 

An examination of the gross earnings by districts (see 
Appendix A) indicates two periods, the first from 1922 to 
1926 inclusive, and the second from 1927 to 1980 inclusive. 
With a few minor exceptions, the earnings during the first 
period increased in each year over the preceding year, in 
every district, reflecting the business recovery from the 
depression of 1920. In 1927, earnings fell precipitously in 
all districts. After the readjustment during that year earn- 
ings again began to increase, so that for the year 1928, total 
income for all districts stood at a higher figure than for the 
year 1926, the previous high point. 

This increase continued through 1930 but in 1931 there 
was again a decrease in earnings. In no district, however, 
did the earnings fall to the previous low recorded in 1927. 
Considering the period as a whole, the Federal Reserve 
districts shared the same periods of prosperity, though to 
different degrees. Table 36 indicates the changes in gross 
income between the beginning of the period and the end. 

This table indicates the manner in which earnings can 
fluctuate as between districts. 'The earnings of the banks 
in the twelfth district showed . 107.19 per cent. increase 
over their earnings at the beginning of the period. On the 
other hand, the earnings of banks in the bordering tenth 
district increased practically none. The ninth district, also 
partially bordering the twelfth, showed an actual decline in 
earnings between the beginning of the period and the end 


‘Federal Reserve Bulletin, Vol. 10, p. 69 
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TABLE 36 
GROSS EARNINGS OF NATIONAL BANKS BY FEDERAL RESERVE DISTRICTS FOR 


YEARS 1922 anv 1931 


(000 omitted ) 


Per Cent. Increase 


1922 1931 1931 over 1922 
Ist District $73,536 $105,982 44.65 
2nd District 258,578 330,313 27.70 
3rd District 86,681 108,844 25.47 
4th District 97,335 110,591 13.59 
5th District. 63,242 55,549 12.21 
6th District 41,971 52,176 24,30 
7th District 137,764 145,105 5.31 
8th District 42,628 41,331 *3.01 
9th District 57,458 53,516 *6.91 
10th District...... - 74,056 74,134 10 
11th District 50,173 56,386 12.42 
12th District 83,420 172,388 107.19 


*Decrease 


of 6.91 per cent. Although the variations in earnings are 
obvious, the causes are not. Business does not increase at 
the same pace all over the country, so that it may have been 
that some trade areas were favored with greater activity 
than others. On the other hand, some districts may have 
had more remunerative rates in effect. The particular 
forces bringing about this result are beyond our present 
scope. 

We have discovered that the gross earnings for all na- 
tional banks increased from the first to the last year in this 
period, 18.44 per cent. As indicated earlier, this was the 
average increase for all banks, but the previous Table 35 
shows that all banks did not increase at the same rate. 
Those in some districts earned more and those in others less. 
The banks in the first district earned 2.42 times as much as 
the average, whereas in some districts not only was no com- 
parative gain recorded, but actual decreases in earnings 
sustained. This divergence in gross earnings is difficult to 
analyze. The ninth area showed a loss, the tenth area 
remained practically the same, and the twelfth area showed 
the largest increase of all. However, these are all largely 
agricultural districts. The basis of industrial classification 
will not serve as a guide, for the first, third and fourth 
districts largely show various degrees of deviation from the 
average earnings. Our interest in the gross earnings is to 
emphasize that banking conditions, while generally reflected 
in all districts, are not reflected with the same intensity. 
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TABLE 


LOSSES IN EARNING ASSETS BY FEDERAL RESERVE DISTRICTS FOR 
1922 anv 1931 


(000 omitted) 


Total Guatee ‘ffs Total Caen ffs Per Cent. Increase 
Ist District $12,295 $28,301 133.71 
2nd District 48,060 122,607 153.22 
3rd _ District 10,920 25.378 131.43 
4th District 10,145 24,399 142.54 
5th District 5.949 13,744 129.98 
6th District 4,730 8.525 75.90 
7th District 22,323 24,351 9.22 
8th District 4,970 7,839 57.38 
9th District 7,307 7,317 14 
10th District 13.492 13,008 *3.72 
11th District 12,391 11,822 ¥4.74 
12th District 16.029 18.388 14.71 


*Decrease 


Out of gross earnings must be paid all expenses of 
operations including losses in earning assets. Reference to 
Appendix B indicates the total losses charged off in each 
area. It is difficult to discover any uniform trend in the 
losses sustained in the various districts. A study of the 
second district figures reveal erratic tendencies from year to 
year. From 1922 to 1924 inclusive, the trend is downward, 
it then rises through 1925 and 1926. In 1927 losses are 
reduced substantially, but increase to about the 1926 level 
in 1928, continuing on that level through 1929 until 1930 
when they increase considerably, the loss amounting to 
about three times the previous year. On the other hand, in 
the eleventh district, losses declined from 1922 through 1929 
with the exception of 1926, which showed a moderate in- 
crease. In 1930, there was an increase in losses which con- 
tinued through 1931. An examination of the other districts, 
however, reveals as great a lack of uniformity as exists 
between the second and tenth districts. Table 37 indicates 
the changes in losses between the first and last years of the 
period. 

The management of a bank can be indicated to a large 
degree by the amount of charge-offs it is necessary to 
absorb. It will represent the measure of judgment used, 
and the success of loaning policies. ‘Table 37 indicates the 
changes in write-offs between the first and last years, in the 
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twelve districts. These changes are far from uniform, and 
indicate that the factors involved in the extension of bank 
credit are not only erratic, but of different intensities in 
various sections of the country. The write-offs have been 
from an actual decrease of 4.74 per cent. in the eleventh 
district, to an increase of 153.22 per cent. in the second 
district. Furthermore, the losses sustained as between the 
fourth and seventh districts varied 133.32 per cent., increas- 
ing only 9.22 per cent. in the latter, and 142.54 per cent. 
in the former, in spite of the fact that they are bordering 
districts. Such diversity indicates that the general banking 
situation, while important on the structure as a whole, is not 
more important than those factors which are dominant in 
the particular trade area under consideration. 'Tempering 
these factors is the policy of the management of the banks 
which is shown largely in the trend of losses written off in 
earning assets. 

There is no doubt but that a loss should be recognized 
as soon as discovered, and the paper written off. Many 
bankers continue to carry loans and investments as earning 
assets, with the full realization that the likelihood of repay- 


ment is remote. The effect of this is that the earning assets 
present an appearance other than the actual condition, and 
that losses will cumulate, the ultimate writing off of which 
may coincide with a year of poor business, creating an 
unusual expense, if not a disastrous one. Steps to eradicate 
such practices have been carried on by both the Comptroller 
of the Currency, and the State Bank Examiners. 


Improvement in the work of bank examination carried on by the 
states has been scarcely less marked than that under the control of the 
Comptroller of Currency . . . we may well indicate what has been done 
in an exemplary manner by one or two of the leading states, notably 
New York, by way of purging the controls of the banks’ portfolio of 
inferior and worthless paper.” 


Such a movement may in part be responsible for the 
higher losses shown by the eastern districts. Inasmuch as 
its inception was in the East, it has no doubt crystallized 
more thoroughly and may have resulted in a more conserva- 
tive policy. In addition to credit analysis of industrial and 
manufacturing obligors being more susceptible to conclusions 


*Phillips, op. cit., 299-300. 
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than agricultural analyses, the two in conjunction with each 
other may make the losses of eastern districts appear higher 
than average, whereas it may be that the western districts 
are lagging. 

Stress has been previously placed upon the diversifica- 
tion of losses, as between loans and discounts and invest- 
ments. Just as the opportunity to diversify loans and 
discounts exists, as between banks, so does the ability to 
diversify holdings of investments vary. A small country 
banker in the seventh or ninth district is on uneven terms 
with a metropolitan banker. There are two important 
differences between rural and urban investment opportu- 
nities. First, most high grade investments are purchased 
by metropolitan institutions, and the small banker in a 
remote territory seldom has an opportunity to commit his 
funds to them. Secondly, as between two types of offer- 
ings, a small banker is unequipped to make the niceties of 
distinction in analyzing each. He is at a disadvantage both 
as to opportunity and ability, and his investment account is 
likely to reflect these handicaps. This does not preclude the 
possibility of overcoming these disadvantages, however, but 
the handicaps are always present. Whereas then, difference 
of equal opportunity exists as between two types of bankers, 
so does it exist between Federal Reserve districts. These 
trade areas exist for certain economic advantages, and 
banker in the eleventh area might be an expert in cattle 
paper, and yet be at a serious disadvantage in choosing his 
investment portfolio. 

In considering trade areas and the diversification of 
earning assets, the Comptroller of the Currency places 
emphasis upon the fact that local loans and discounts for a 
single bank in a rural district tend to result in a single 
type of commitment, depending upon the district. Further- 
more, he questions the advisability of rural bankers diversi- 
fying through the purchase of securities. 


It has been suggested that proper diversification can be obtained 
through the purchase of investment securities on the general market. 
This procedure faces two obstacles: it presupposes a technical equipment 
which the rural banker does not possess and it would draw the funds of 
the bank in too great a proportion away from the real field of the bank’s 
operations to the detriment of its legitimate borrowers. . . .* 


*Comptroller of the Currency, Report, 1930, p. 7. 
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Of the two obstacles, the former appears to be fraught 
with more hazard. Although the district might be left 
temporarily without sufficient capital, funds would tend to 
flow in, when the need was sufficient to attract them. How- 
ever, where diversification is attempted by one not properly 
informed on the security markets, the errors made in com- 
mitments are more likely to become lasting mistakes. There 
is more danger to the community in inexperienced buying of 
securities than there is a lack of available bank credit. 

An examination of the loans and discounts charged off 
reveals little uniformity (see Appendix C). It has pre- 
viously been determined that the trend in charge-offs of 
loans and discounts was downward up to and including 
1926. From 1927 to 1931, the losses increased in each year 
over the preceding year, except in 1929 when there was a 
moderate recession from the amount charged off the pre- 
vious year. The separate districts do not follow this tend- 
ency uniformly. A study of the fifth district shows that 
instead of a decrease in write-offs over the first five years 
of the period there was an increase. On the other hand, the 
latter half of the period showed an increase in write-offs. 
The twelfth district also is contrary to the general trend. 
The latter half of the period from 1927 on shows a reduc- 
tion in the loss sustained, except for the last year, 1931. 
The write-offs of loans and discounts have not been uniform, 
and what affects one district does not necessarily affect all 
other districts. ; 

National bank investments written off during the period 
decreased from the beginning of the period through 1926, 
and from 1927 increased each year following. Appendix D 
indicates that uniformity as between districts is lacking. 
The seventh district follows the trend closely, write-offs 
decreasing through 1926, and from 1927 on, increasing. 
The second district, however, displays an increase in write- 
offs from 1922 to 1926 inclusive, except 1923, which year 
showed a marked decrease. Each district must have been 
subjected to singular conditions necessitating liquidation and 
write-offs at different times. Table 38 indicates the changes 
which have occurred in each district between the first of the 
period and the last of the period. 

From this table we find that the greatest proportion of 
loss in 1922 was in loans and discounts charged off. Of the 
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TABLE 38 
PROPORTIONAL LOSSES IN EARNING ASSETS FOR THE YEARS 1922 anp 1931 
(000 omitted) 
1922 1931 
Loansand Per Invest- Per Loans and Per Per 
Discounts Cent. ments Cent. Discounts Cent. Investments Cent. 
Ist District $8,191 68.34 $4,104 31.96 $14,865 53.08 $13,436 42.92 
2nd District 39,880 83.08 8,180 16.92 75,211 61.14 47,396 38.86 
3rd District 5,416 49.23 5,504 50.77 12,008 48.03 13,370 51.97 
4th District 5,592 55.91 4,553 44.09 10,639 44.32 13,760 55.68 
5th District 4,750 80.50 1,199 19.50 9,132 65.22 4,612 34.78 
6th District 4,128 87.83 612 12.17 6,926 76.95 1,599 23.05 
7th District 18,539 84.26 3,784 15.74 17,160 71.50 7,191 28.50 
8th District 4,163 83.26 807 16.74 4,375 56.08 3,464 43.92 
9th District 6.659 91.21 648 8.79 4,615 63.20 2,702 36.80 
10th District 12,304 94.64 1,188 5.36 9,142 70.32 3,866 29.68 
11th District 11,893 99.10 498 90 10,843 90.35 979 9.65 
12th District 13,662 85.38 2,367 14.62 11,673 64.85 6,710 35.15 


twelve districts, loans and discounts charge off amounted 
to more than 80 per cent. of the total charge-offs. This 
indicates that for every four dollars of loans and discounts 
charged off, one dollar of investments was charged off. We 
have discovered that losses charged off in 1922 on loans and 


discounts averaged 79.94 per cent. so that the fact that most 
districts approximated that proportion is not surprising. At 
the same time, we find that of all the Federal Reserve dis- 
tricts, nine of them had investment security write-offs of 
less than 20 per cent. Our previous average write-offs of 
20.06 per cent. tends to substantiate this figure. 

It is interesting to note the three districts which were 
out of line with the average charge-offs of investments in 
1922. These districts were numbers one, three and four. 
All of these areas are in the eastern section of the United 
States. Their deviation from the average charge-offs of 
both loans and discounts and investments was either due to 
an abnormally small loss in bad loans, or else to poor judg- 
ment in the purchase of securities. It is surprising to find 
such large losses in investments, in districts with such a 
wealth of financial background. 

The change which took place in these losses over the ten 
year period shows without exception that the proportional 
losses in investments increased over 1922. Table 39 shows 
the percentage increase in losses on investments. A cor- 
responding decrease is shown of course for losses in loans 
and discounts. 
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TABLE 39 
PROPORTIONAL INCREASE OF LOSSES IN INVESTMENTS CHARGED OFF TO 
; TOTAL CHARGE-OFFS FROM 1922 To 1931 


Per Cent. Per Cent. 
Increase Increase 


Ist District.. 14.96 7th District 12.76 
2nd District.. 21.94 8th District 27.18 
3rd _ District.. 1.20 9th District . 28.01 
4th District... 11.59 10th District... 24.32 
5th District.... 15.28 11th District... 8.75 
6th District... 10.88 12th District 20.53 


Over the ten year period under consideration, it must be 
kept in mind that investment securities for all national 
banks have been constantly growing, such growth from 1922 
to 1931 having been 102 per cent. If judgment, industry 
and all other relevant factors would remain the same, we 
would expect to find a proportionate increase in the growth 
of losses. In Table 39, we find only two districts, numbers 
three and eleven, in which losses charged off on account of 
investments have been less than the growth in securities held. 
The losses in securities are therefore growing at a more 
rapid rate than is the increase of the investment portfolio. 

As emphasized before, whereas the increase in losses of 
bank earning assets is important, not less important are the 
changes in recoveries. Table 40 exhibits the recoveries as 
loans and discounts and investments for the years 1927 
and 1931. 

Table 40 expresses the proportion of recoveries to the 
charge-offs in each particular type of earning asset. The 
success of recovering loans and discounts previously charged 
off is most satisfactory in the tenth district. In this 
district, for every four dollars charged off in 1927, one 
dollar was recovered. It is interesting to note that the 
charge-offs were almost as heavy in this district in amount 
as in the second district. The distinction is that the losses 
in the second district were proportionally less, due to its tre- 
mendous importance as a money center. However, this sec- 
ond district was less successful in recovering its capital as it 
recovered less than one dollar for every twelve written off. 

When we examine the recoveries on securities in 1927, 
we discover that in most cases the recoveries are higher than 
in loans and discounts. Such rates of recovery no doubt 
instilled considerable confidence in the banking fraternity, 
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TABLE 40 


RECOVERIES IN LOANS AND DISCOUNTS AND INVESTMENTS IN PROPORTION 
TO CHARGE-OFFS IN EACH CLAss* 











(000 omitted) 






1927 1931 
Per Per Per Per 
Recoveries Cent. Cent. Recoveries Cent. Recoveries Cent. 
in Loans to Recoveries to in Loans to in to 
and Dis- Charge in Invest- Charge and Dis- Charge Invest- Charge 
counts Offs ments Offs counts Offs ments Offs 









Ist District $911 11.10 $1,169 28.51 $1,062 7.08 $4,036 31.03 
2nd District 3,137 7.84 3,368 41.07 3,782 5.04 1,745 3.71 
3rd_ District 628 11.62 1,207 21.94 625 5.20 593 4.56 
4th District 911 16.26 806 17.52 964 8.75 452 3.22 
5th District 606 12.62 179 14.91 688 7.56 90 1.95 
6th District 905 22.07 124 20.26 530 8.40 S77. 37.61 
%th District 2,274 11.97 933 24.81 2,466 14.50 197 6.90 
8th District 1,019 24.26 156 19.25 660 15.00 17 4.88 
9th District 1,212 18.08 293 45.07 926 20.13 208 7 Ad 
10th District 3,013 25.10 377 31.41 1,972 21.67 554 14.20 
11th District 2,109 17.57 64 12.80 1,735 15.77 191 19.48 
12th District 1,689 12.06 204 8.50 1,122 9.35 481 1 ys 
Tabulation on this basis was not begun until 1927. 











vindicating its judgment in the purchase of investments. 
Such a situation may largely be accounted for by the mod- 
erate business recession, and comparative firmness of the 
security markets. The temporary reduction of business 
activity necessitated the writing off of many loans, but was 
not sufficient to undermine the security markets. Due to 
these variations, the success in recovering investments was 
greater than in loans and discounts. 

In 1931, however, the situation nearly reversed itself. 
Recoveries in loans and discounts are proportionally higher 
in all districts except two, in comparison to investment 
recoveries. 'The general trend has been downward. 

The recoveries in investments have been varied. 'The 
first district has shown an increase in recovery of 2.52 per 
cent., whereas the second district has shown a 38.36 per cent. 
decrease. In spite of this discrepancy, both districts are 
important financial centers, and presumably have access to 
the same pertinent financial information. If geographical 
proximity would tend to even the trends as between con- 
tiguous districts, such a wide disparity in the recovery expe- 
rience would not exist. 

The most important trend displayed by the table is that 
Whereas recoveries in investments were generally above 
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recoveries in loans and discounts in 1927, in 1981 the situa- 
tion was reversed except in two instances. ‘These two areas, 
the first and eleventh, sustained higher write-offs in 1931 
than in 1927, but the policy adopted must have been for 
conservatism for the recoveries in these districts were 
counter to the trend, being higher. 

Table 40 indicates that there is little uniformity with 
regard to recoveries in the different districts. Whereas, the 
recoveries in loans and discounts were generally higher than 
recoveries in investments in 1922, the situation was generally 
reversed in 1931. But the reversal was not uniform for in 
district six, the recoveries were higher in loans and discounts 
than in investments in 1927, counter to the general trend; 
while in 1931, these items were again counter to the general 
tendency. 

The investment account on which bankers had become 
accustomed to rely were slowly accumulating handicaps 
which was making recovery on such charge-offs more difficult. 


Bankers had not appreciated that ultimately good bonds may de- 
preciate in market price; that a large bond account is a danger and not 
a protection. . . .4 


Not only had they failed to make sufficient allowance for 
market fluctuations, but also they were hesitant about in- 
augurating a vigorous follow-up program. As a_conse- 
quence, not only ‘the losses sustained in bonds grew, but the 
recoveries in charged off investments decr eased, making the 
policy of investments on the whole more expensive than 
remunerative. 

Regional losses in earning assets are far from uniform. 
How are the variations to be accounted for? In the first 
place the losses shown for any district are simply the sum 
of the losses of the individual banks, and these have been 
‘aused for either of two reasons, or a combination of them. 
These losses may be broken down into two categories, those 
resulting from incompetent banking foresight, and those 
resulting from conditions which were peculiar to the par- 
ticular district. As earlier indicated each district has its 
peculiar economic attributes and it is not uncommon that 
an area may be affected, while other areas escape any con- 
ditions considered subnormal. Thus a severe crop failure 


‘Ostrolenk and Massie, How Banks Buy Bonds, p. 11. 
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might affect the ninth district severely and evidence itself 
in the losses absorbed by banks of that district. Or insects 
might damage the cotton crop to such an extent that the 
eleventh area might be seriously affected. Such catas- 
trophes do not happen with sufficient regularity, however, 
to be susceptible to exact forecast, and can only be met at 
the time of their occurrence. 

The other chief cause of losses is inadequate banking 
foresight. Judgment is based upon information, but the 
use and conclusions drawn from the information are varied. 
This is because we enter the subjective field, and conclusions 
drawn are not warranted by the figures. Thus some authors 
say’ (1) that after the information is obtained, there are 
four handicaps to proper deductions: Prejudice, Compre- 
hensivenes, Accuracy and Pertinency. In deciding upon a 
credit extension, it is not any figures that will do. They 
must be sufficiently comprehensive to tell the whole story, 
and any contingent liabilities are just as important as actual 
liabilities, for the time at which the former will mature may 
vitally affect the loan. The same can be said for pertinency 
and accuracy. No irrelevant figures should be included in 
a statement any more than relevant ones should be excluded. 
Those included must be germaine to the loan, otherwise 
there is no basis for judgment. Economic science by its 
nature precludes absolute accuracy. In a society where 
there are dynamic changes, it is impossible to label every- 
thing with exactness. This does not, however, excuse an 
effort, and no loan is ready to be considered until it is deter- 
mined to be as accurate as possible. 

Of the four subjective factors entering into a loan, “.. . 
prejudice is the most difficult factor with which a banker 
has to deal.”® To read a set of figures without reference to 
personal reactions is as difficult a procedure as a banker is 
called upon to perform. Old friends, old lines of credit, and 
old associations all play their part in swaying judgment. 
To examine a set of figures objectively is an art, but one 
which is vital in the continued extension of bank credit, 
especially to the same borrower. 


The charge-offs of a bank are rarely new lines. They are usually 
lines of long standing. In most cases subsequent analysis shows that 

*Stronck and Ejigelberner, op. cit., p. 152. 

"Ibid., p. 152. 
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these lines had been sliding off for years and that ordinary analysis 
should have disclosed the weakening condition. The failure to see the 
retrogression was due either to incompetence on the part of the banker, 
or to the influence of prejudice.’ 


Prejudice or bias is dangerous, because it imposes itself 
without the subject being conscious. For these factors which 
make for individual bank losses and which summate into 
district losses, there is but one remedy, and that is constant 
and critical attention to delimit and exclude the subjective 
factor. 

The disadvantage to which country banks are subjected, 
particularly in the purchase of long term investments, has 
been stressed. In 1929 it was found that “the country 
bankers had only 25.3 per cent. in United States Govern- 
ment bonds, and 74.7 per cent. in other bonds.... And to 
make matters worse, the bonds other than Government 
bonds, representing 74.5 per cent. of the entire bond 
account, held by the selected country banks actually declined 
37 per cent. ”S This was an unfavorable comparison 
with the metropolitan banks, where 7.66 per cent. of the 
investments were in Government bonds. It indicates that 
country banks were placing greater dependence in bonds, 
other than governments. This indicates a dangerous trend, 
but its actual force cannot be judged unless each of the 
“other” bonds is subjected to analysis. It is significant, 
however, that of the “other” bonds, 16.36 per cent. were in 
the industrial class, and the next largest group was foreign 
government and guaranteed bonds, which accounted for 
9.55 per cent. of the total investments.° 'This emphasizes 
the dangerous dependence which country banks placed, at 
this time, upon investments for increasing their returns, and 
the choice was restricted by the previously mentioned handi- 
caps. 

That there has been an erratic tendency in losses as to 
areas has been observed. Some losses have been due to 
unfavorable conditions within an area, for which no single 
banker can be held accountable. Other losses have been due 
to individual limitations, of which prejudice is probably the 
most important. Still another reason is that some areas are 
bid, p. 153. 


‘Ostrolenk and Massie, op. cit., p. 147. 
*Ibid., p. 22. 








Meeting Place of Minds—the connection is 
made; the bell rings; the talk begins. And this happens 
nearly sixty million times every twenty-four hours, 
over Bell System wires. “I understand,” “I agree,” 
“Okay,” or however else they phrase it, mind meets 


mind by telephone—and often that meeting is priceless. 


Bell Telephone System 
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predominantly agricultural and the skill of credit extension 
as between country and metropolitan bankers will be appar- 
ent. There is this certainty, that although general banking 
conditions will be communicated and affect every bank, they 
will not affect them all with the same intensity, the result 
being that losses, as indicated in each area, vary widely. 











“THE ECONOMY OF BEDLAM” 


The notion that we are devastated by 
overproduction and that the road of 
prosperity is to produce less of every- 
thing has assumed the proportions of a 
mass delusion. We have the Govern- 
ment reducing agricultural production. 
We have the NRA codes tolerating or 
approving all manner of schemes to pro- 
duce less manufactured goods. We have 
the Administration as a whole, the Con- 
gress, and the American Federation of 
Labor all possessed of the idea that the 
way to remedy unemployment is.to keep 
reducing hours of work. This is the 
economy of bedlam.—Walter Lippmann 
in New York Herald Tribune. 


WHO PAYS THE TAXES 


You can argue until you are blue in 
the face, you can get all the economists 
that ever came out of a college in the 
known world, and let them do all the 
figuring they want to do, and when you 
are finished, you are forced to the con- 
clusion that taxes are ultimately paid by 
the fellow who works in the street. He 
is the only fellow that cannot pass it 
on.—Alfred E. Smith, Ex-Governor of 
New York. 


A VOICE FROM THE PAST 


It is not the function of the state to 
make men happy. They must make 
themselves happy in their own way, at 
their own risk.—Prof. Wm. G. Sumner. 


PLENTY ESSENTIAL TO 
PROSPERITY 


We shall never solve the paradox of 
want in the midst of plenty simply by 
doing away with the plenty—Ogden L. 
Mills. 


WHAT THEY SAY 


SIGNIFICANT EXTRACTS FROM CURRENT COMMENT 









BANKERS FAVOR DEPOSIT 
INSURANCE 


Fifty-five per cent., or more than half, 
of the members of the temporary insur- 
ance fund on March 31, were members 
because of their own voluntary applica- 
tion. There can be no question that 
temporary insurance as it now stands 
has been openly embraced by an over- 
whelming majority of the banks of the 
country, which means that insurance is 
welcomed by bankers, and I think we 
can safely conclude that on the whole 
this insurance of deposits which is now 
in force appeals to them from a sound 
business point of view. Insurance of 
deposits as it exists under the provisions 
of the act which establishes the tempo- 
rary insurance fund of the Federal De- 
posit Insurance Corporation has been ac- 
cepted in an enthusiastic and whole- 
hearted fashion. It is one of the out- 
standing constructive contributions of 
the present Administration—Leo T. 
Crowley, Chairman Federal Deposit In- 
surance Corporation. 


THE WASTE OF WAR 


War . . . spares the old, the elderly 
and the weak, and consumes the strong. 
It kills the potential father of a robust 
family, and allows the survival of the 
invalid, the cripple and the idiot —H. A. 
L. Fisher, in Lloyds Bank Monthly Re- 


view. 






MORE MONEY NOT NEEDED 


What we need is not more money, 
but removal of obstacles to employment 
of the money which we now have.— 
Henry H. Fox, in New York Herald 
Tribune. 











we oe Ss Cy ty Oe 


The International Situation 


By WALTER LICHTENSTEIN 
Vice-President, The First National Bank of Chicago 


HE interpretation of the signifi- 
[oe of international questions de- 
serves the consideration of thought- 
ful people everywhere, especially in 
view of the kaleidoscopic manner in 
which current history is evolving before 
the eyes of a confused world. 
It seems to me that the outstanding 
fact in the post-war development of the 
world is a slow but sure reversion to 


This liberalism when translated into 
economic life is best represented by the 
so-called theory of laissez faire of the 
Manchester school of economists: free 
trade with the rest of the world, free 
competition within the country itself. 
To be sure, this was never absolute. 
When we speak of the free movement 
of goods, capital, and peoples in the pre- 
war world, all of us know that this was 


“It seems to me that the outstanding fact in the post-war de- 
velopment of the word is a slow but sure reversion to mediaevalism. 
Most of us were raised in an atmosphere which was created by the 
liberalism of the Victorian era. This liberalism was of slow growth. 
... When translated into economic life it is best represented by 
the so-called theory of laissez faire of the Manchester school of 


economists: free trade trade with the rest of the world, free com- 
petition within the country itself. ‘To be sure this was never abso- 
lute... . But compared with the situation in which not only we but 
the whole world finds itself today, there was indeed free movement 


of goods, capital and peoples before the great war.” 


mediaevalism. Most of us were raised 
in an atmosphere which was created by 
the liberalism of the Victorian era. This 
liberalism was of slow growth. The 
germs of it are to be found far back in 
the days of Abelard, Duns Scotus and 
other worthies of the Middle Ages. I 
am not thinking particularly of them, 
but rather of those origins which mark 
the beginning of a rather steady forward 
movement. These are to be found in 
the eighteenth century in the writings of 
the philosophers and encyclopedists who 
preceded the French Revolution. In 
spite of the reaction which followed the 
overthrow of Napoleon, the movement 
developed with relatively little break and 
until the outbreak of the great war. 


From a recent address. 


even then merely a relative conception. 
But compared to the situation in which 
not only we but the whole world finds 
itself today, there was indeed free move- 
ment of goods, capital and peoples be- 
fore the great war. 


DIFFICULTIES IN THE ESTABLISHMENT OF 
FREE TRADE 


There are certain amplifications neces- 
sary, for while I may believe in free 
trade between nations, it seems to me 
that in a world where every nation is 
building up protective tariffs and trade 
barriers, a country which by and of itself 
sought to maintain free trade would get 
into difficulties. In this connection, I 
shall quote from an address which I de- 
livered in Philadelphia in 1922 before 
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the National Foreign Trade Conven- 
tion, in which I said: 


In looking over my old textbooks on 
economics, such as Adam Smith, Ricardo, 
John Stuart Mill, and the more modern 
writers like Walker, Ely, and Taussig, I am 
again and again impressed with how little of 
the general theory has percolated into the 
consciousness of the masses, or for that mat- 
ter, how little it affects the action of even 
men like those represented in this body. And 
I believe that the reason for this is not pure 
ignorance or dissent from generally accepted 
truths, but is due to the fact that the theories 
of international trade, as evolved by Adam 
Smith and his successors, are true in the 
long run and are true of nations rather than 
of individuals. The average business man, 
however, is concerned not with efforts which 
may make themselves felt twenty or thirty 
years hence, nor even allowing for a good 
deal of patriotism, is he concerned primarily 
with effects upon the nation as a whole. He 
is concerned with effects upon his own busi- 
ness in his own lifetime. It is fundamentally 
the same difficulty which seems to me to lie 
at the basis of all the discussions now going 
on in the world in regard to allied debts, 
reparations and similar matters. The tend- 
ency is always to speak of other nations as 
entities, to speak of Germany paying repara- 
tions by means of a surplus of income, or by 
means of a favorable balance of trade, re- 
garding Germany or France or Italy as one 
definite unit and disregarding completely the 
fact that the surplus of income or the favor- 
able balance of trade is not something within 
the control entirely of the nation as a whole, 
but that this surplus or favorable balance of 
trade is made up of innumerable separate 
entities representing profit or loss of in- 
dividuals in that nation. Likewise, when our 
great economists speak of the theories un- 
derlying international trade, they are think- 
ing of nations as a whole and not necessarily 
of the effects which may be very remote, upon 
you and me, and it is, after all, the effect 
upon you and me which primarily interests 
you and me. 'Perhaps what is needed is a 
new vision of the importance of individual 
sacrifice for the benefit of the state. But to 
this I shall return later and shall now present 
another phase of the subject. i 

In the long run, the world will probably 
find that it will be best off if most restric’ 
tions hampering the free intercourse of na- 
tions should disappear, just as similar restric- 
tions disappeared within national boundaries. 
It is not so long ago that tolls were levied at 
bridges, at roads, at every river, and at every 
city gate. Remnants of this practice still 
exist in some of the European countries. It 
has been felt to be a decided improvement 
that these burdens to commerce and industry 
have been abolished. May we not look for- 
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ward to a time when the world as a whole 
will enjoy the benefits of free intercourse 
and free movement of commodities? But I 
must confess that at the present moment that 
time seems far distant, and I realize perfectly 
that, while we ought all to strive to abolish 
special privileges and not seek to gain for 
our own business advantages which will prove 
detrimental to our national economic develop- 
ment in times to come, nevertheless, we can- 
not march too quickly or too suddenly. 
However, it may have come about, certain 
businesses have grown up as a result of the 
protective policy which has been prevailing 
ior so many decades in this country, and 
large sums are invested in such enterprises, 
which employ thousands of people. We can 
hardly expect the people who have invested 
their capital in these businesses, and the men 
who earn their living by working there, to be 
willing to sacrifice everything by the removal 
of all tariff protection. Readjustments can 
ultimately take place, but the man who has 
spent his life working in a zinc factory and 
the people who have invested their money in 
mills producing zinc plates will hardly be com- 
forted by being told that we must not protect 
them by means of a tariff, merely because 
some time in the distant future this will be 
beneficial to the country. But, on the other 
hand, we must not needlessly complicate the 
situation. 


THE FREE MOVEMENT OF CAPITAL 


Theory and practice are not always 
the same thing. In regard to the move- 
ment of capital, I should like to point 
out that when I speak of desirability of 
capital movements, I am thinking of in- 
vestment funds and not of short-term 
credits. I question whether it is wise 
for banks or others to extend short-term 
credits to banks and industries in other 
countries. Obviously, American banks 
will have to maintain a certain amount 
of deposits in London to meet current 
commitments and the same is presumably 
true in the case of British banks in this 
country. But I am not convinced, ex- 
cept in unusual circumstances, capital 
which is liable to be recalled at any 
moment ought to wander from one coun: 
try to another. It is this which drove 
Great Britain off the gold standard, and 
it is the same factor which, owing to the 
fear produced in this country, made it 
possible for the present Administration 
to justify its action in departing from 
the gold standard here. Whether this 
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was necessary is debatable, but it cer- 
tainly furnished the needed justification. 

What I mean by free movement of 
capital is invesments of one kind or an- 
other. In other words, if capital goes 
inte another country it should assume 
the risks inherent in conditions in that 
country just as a man who immigrates 
inte a country must and ought to share 
the fate of the country in which he lives 
and earns his living. It might be well 


to quote in this connection a warning of 
John Maynard Keynes: 


Mercantile nations have always employed 
large funds in overseas trade. But the prac- 
tice of foreign investment, as we know it 
now, is a very modern contrivance, a very 
unstable one, and only suited to peculiar cir- 
cumstances. An old country can in this way 
develop a new one at a time when the latter 
could not possibly do so with its own re- 
sources alone; the arrangements may be mu- 
tually advantageous, and out of abundant 
profits the lender may hope to be repaid. 
But the position cannot be reversed. If 
European bonds are issued in America on 
the analogy of the American bonds issued in 
Europe during the nineteenth century, the 
analogy will be a false one, because, taken 
in the aggregate, there is no natural increase, 
no real sinking fund, out of which they can 
be repaid. The interest will be furnished out 
of new loans, so long as these are obtainable, 
and the financial structure will mount always 
higher, until it is not worth while to main- 
tain any longer the illusion that it has 
foundations. 


ANTIQUITY OF SOME PRESENT-DAY IDEAS 


When I said a while ago that our pres- 
ent movement represents a reversion to 
medizvalism, I was not thinking pri- 
marily of the Hitler régime in Germany, 
the Dollfuss régime in Austria, or the 
Mussolini régime in Italy, but rather of 
these broader aspects which have made 
regimes such as those possible. After 
all, except for nomenclature, there is 
nothing new in a totalitarian state or in 
Gleichschaltung, or in any of those con- 
ceptions which seem to us as being of 
recent origin. Ben Akiba said there is 
nothing new under the sun, and funda- 
mentally all these ideas appeared in one 
form or another in the Middle Ages and 
in earlier times. Certainly the overlord 
of the feudal system expected every one 


under him to conform in every respect, 
and if you will substitute state for over- 
lord, the situation is not so very dif- 
ferent now from what it was then. In 
nearly all countries, including ours, the 
respective governments are demanding 
that the hours of labor be fixed, that 
wages be fixed, that prices be fixed, that 
quality be fixed, and that quantity be 
fixed. Note, moreover, that all this is to 
be done in many cases by industries; each 
industry to draw up its own code. Is 
that any different conception from what 
you will find in the case of the guilds of 
the city states of the Middle Ages? 
During the Renaissance this system 
gradually broke down. It broke down 
from an economic point of view. The 
feudal system itself had been disintegrat- 
ing for some time and received its coup 
de grace in France at least as early as 
the reign of Louis XI. In England it 
succumbed much earlier; and, strictly 
speaking, it never reached full develop- 
ment in Italy. In Germany and in some 
of the eastern countries some of its as- 
pects persisted longer than elsewhere, 
but the state was merely substituted for 
the system which disappeared and the 
absolute monarch in most instances kept 
on enforcing the old rules which, how- 
ever, now were applied to a larger extent 
of territory. In the religious field, this 
is clearly expressed by the well-known 
phrase of “cuius regio, eius religio,” and 
legally this conception persisted in most 
instances down to the French Revolu- 
tion, though, as I have indicated, the 
movement was theoretically being under- 
mined perhaps a century before the 
French Revolution. 

It seems to me that these fundamental 
aspects of modern development which I 
am stressing are much more important 
than the questions of communism, social- 
ism, fascism, or the like, because all these 
are merely different facets of the same 
stone. Socialism is regarded as a liberal 
movement; there is nothing liberal about 
it. It makes the state all-powerful and 
allows of no individual initiative. On 
the other hand, fascism in its various 
forms avowedly states that the individual 
has no rights and that he must sacrifice 
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everything to the common weal. Basi- 
cally, it is hard to-see how this process is 
to be halted. It probably would have 
taken more time, but sooner or later 
would have come, even though there 
had been no great war. 


REAPPEARANCE OF AGE-OLD PROBLEMS 


All this sounds very theoretical I 
know, but the fact is that most of the 
questions in international relationships 
today are caused by the reappearance 
of age-old problems which have merely 
received certain forms as a result of ac- 
cidents of one kind or another. For ex- 
ample, the desire of every country to be 
self-contained and independent economi- 
cally of every other country is due to the 
need of shutting out the influx of free 
conceptions and notions. You cannot 
be master in your own house if you have 
to depend on someone else. - Out of this 
desire for economic self-sufficiency has 
grown the need for ever-increasing tariff 
barriers, the introduction of the quota 
system applied to imports, and the limita- 
tion of immigration and emigration. If 
a citizen of Germany does not like what 
Mr. Hitler is doing and can easily run 
across the border and start satisfactorily 
anew, Mr. Hitler may lose so large a 
percentage of his population that he will 
not be able to enforce his brand of 
salvation upon the country; but if other 
countries don’t want the German citi- 
zen and Mr. Hitler will not let him go, 
even though he does not agree with 
Hitler policies, he will have to conform 
to his views or be destroyed, and in any 
event his descendants can be so educated 
that they will meet Mr. Hitler’s wishes. 
Such a relationship, of course, is bound 
to produce increasing conflict; especially 
at the outset every movement of such a 
type bears within itself a desire and need 
for proselytizing. 

You have that same aspect in the case 
of the French Revolution where in its 
initial stages there was a desire to create 
a world revolution so that all humanity 
might have the blessings of the peculiar 
brand of liberty inaugurated by the 
French at the end of the eighteenth cen- 





tury. It is this spirit which gives the 
elan to movements of this type; the in- 
dividual. feels. himself as one of the 
saviours of mankind and for purposes of 
domestic consumption ‘the pretense of 
world: revolution and the desire for it 
must be maintained long after the reality 
has disappeared. In other words, the 
leaders do not dare face their constitu- 
ents and say we are primarily French 
men and shall not attempt to force our 
views upon our neighbors because we 
find that to do so results in combinations 
of all against us. Isn’t that the situa 
tion in the case of the Soviet? Of 
course, Stalin and the other leaders of 
present-day Russia still talk about mak- 
ing the world safe for communism, but 
in fact they are simply good Russian 
nationalists who, however, dare not drop 
the shibboleths which have raised them 
to power and admit that fundamentally 
they are no longer interested in world 
revolution. The same applies to various 
other governmental forms with which 
we are becoming familiar and which, as 
I have indicated, are fundamentally all 
alike, or at least the dividing line be 
tween them is much thinner than their 
respective adherents would be ready to 
admit. 

To some extent, the need for propa 
ganda must remain. Metternich wanted 
everywhere absolute monarchies, be: 
cause there was always danger that an 
other type of government might prove to 
be a model according to which changes 
would occur at home. So his successor 
Millimetternich undoubtedly prefers not 
to have successful socialistic governments 
in the neighborhood whose example 
might prove attractive to those who have 
recently been forcibly prevented from 
being socialists. Mr. Wilson’s desire to 
make a world safe for democracy was 
based on a perfectly correct feeling that 
in the long run forms of government 
diametrically different are not likely to 
exist side by side. Unfortunately, the 
treaty which was forced on the com 
quered by the victors of the World War 
contained economic clauses which ran 
counter to the arrangement created by 
nature herself for the trade and indus 
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try, if not of the world, certainly of 
Europe. This was done in spite of the 
warnings and predictions of disaster is- 
sued by Keynes and others. The result 
has been that the treaty has been justly 
blamed for some of the worst features 
of the depression through which the 
world is passing. Since the leaders re- 
sponsible for the Treaty of Versailles 
and the other peace treaties of the time 
were believers in democracy, the result- 
ant reaction did much to destroy democ- 
racies everywhere, since the claims made 
by its adherents were not made good. 

As the Rt. Hon. Wedgwood Benn 
pointed out in a lecture which he gave 
in Chicago a few weeks ago, many of 
the troubles of the world are the fault 
of the victorious nations, especially their 
short-sightedness in the period follow- 
ing the war. 


GROUPING OF PRESENT FOREIGN 
PROBLEMS 


Foreign problems of the moment may 
be grouped into three classes: 

1. The disarmament problem, which 
centers around the relationship of France 
and Germany. 

2. The Russian problem. 

3. The Far Eastern problem. 

There are many subdivisions of these 
three main categories which might be 
mentioned, and there are others, such 
as those relating to Latin America, upon 
which I shall not touch. 

As regards the first category, there is, 
as there has always been in regard to 
this question, much hypocrisy. It 
seemed to me long before the war that 
Germany had made a great tactical 
error in opposing disarmament at the 
time of the first Hague Conference. The 
fact was then as it is now that really no 
nation is entirely sincere about disarma- 
ment. The British have no desire to dis- 
mantle their navy, but are quite ready 
to see to it that continental countries 
reduce the size of their armies; and if 
the navy is to be reduced in size, then 
preferably submarines are to be abol- 
ished, because situated as Great Britain 
is, submarines are of much less impor- 





tance to her than to, let us say, France. 
I do not mean to imply that this is 
conscious hypocrisy. It has always been 
true in history that every nation has re- 
garded itself as peaceful and that it has 
engaged in warfare solely because a bad 
neighbor would not leave well enough 
alone. 

The French have no desire to disarm 
on land, because they have preponderant 
strength; and as long as the disparity 
between Germany and France in arma- 
ments can be maintained France feels 
perfectly secure. I do not question in 
the least that Germany probably has 
more trained men than she is supposed 
to have, according to the Treaty of Ver- 
sailles, and very likely she has built 
tractors that can be used for war pur- 
poses. But modern warfare depends to 
a large extent on heavy artillery and ex- 
tensive fortifications, and I do not re- 
call having seen any charges that Ger- 
many has prepared herself in this 
respect. 

It is necessary to dwell somewhat at 
length on the German situation, because 
it is generally recognized that this forms 
the kernel of much which agitates the 
world today. The Austrian problem 
and the stand which Italy has taken in 
respect to Austria and Hungary, the 
German-Polish treaty, and other mat- 
ters which might be mentioned are 
merely offshoots. Nor is the whole 
question quite as simple as my friend 
Edgar Ansel Mowrer would make it 
appear in his book “Germany Puts the 
Clock Back.” I quote from an article 
by Professor Friedrich, of Harvard Uni- 
versity, entitled “Germany, Hitler, Ver- 
sailles,” which appeared in the March 
number of the Harvard Graduates’ Mag- 
azine and which appears to me the san- 
est article I have read on the present 
German situation. Speaking of Mow- 
rer’s book, Professor Friedrich says: 


In this book a high-grade journalist with 
a good deal of sympathy for Germany's 
working class and progressive leaders under- 
takes to interpret the drift toward national 
socialism as a return to “Prussianism.”” The 
absurdity of this point of view will be ap- 
parent to anyone who has read even a single 






































book on the older Germany. The pillars of 
that political and social order have all been 
severely attacked if not smashed by Hitler 
and his followers, who in this respect are 
distinctly the Napoleonic phase of the Revo- 
lution of 1918. The professional civil service 
has been “purified” by giving national so- 
cialists a first claim on all positions, high or 
low, so that the expression ‘Nazification™ 
would be much more appropriate than that 
of “purification.” The German universities, 
the glory of German spiritual life, whose 
core was academic freedom, have been au- 
thoritatively informed that it is not truth, but 
national socialism which must be the ulti- 
mate value. Finally, the Christian, and more 
particularly the Protestant, churches have 
been told that the Nazi program and not the 
word of Christ is to be their guide and in- 
spiration. It takes a blind man, indeed, to 
place such doings under the heading of 
“Germany puts the clock back.” Such is 
the result of writing on a country’s politics 
without taking into account its history. 


Friedrich goes on to quote as follows 
from the excellent work of a German 
historian, Erich Brandenburg, entitled 
“From Bismarck to the World War:” 


Underneath most of the specific points of 
friction which brought on the World War 
there was a deeper difficulty. It was the 
discord which increased throughout the 
nineteenth century between the state fron- 
tiers as settled of old, or established by treaty, 
and the principal of nationality, established 
with such conquering power by the French 
Revolution. If the principle of na- 
tionality remained the foundation of Euro- 
pean states—during these last decades it 
had grown greatly in strength and _ sig- 
nificance—these anachronistic states (Austria 
and Turkey), belonging to an earlier gen- 
cration, had to be broken up and removed. 
Nothing could save them from this fate. 
When Germany, not realizing this position, 
bound up her destiny with that of Austria- 
Hungary and for a long time supported the 
effort to maintain and strengthen the Turk- 
ish Empire, she committed a gross and dis’ 
astrcus mistake from the point of view of 
historical development. She linked up her 
fresh and vigorous national strength with 
the corrupt remnant of a decaying empire 
doomed to destruction, and was thereby in- 
volved in its ruin. 





It seems to me that this gives the key 
to the present situation in Europe. Fun- 
damentally it was the neglect of the 
treaty makers of Versailles to recognize 
historical and economic developments 
of past centuries which has created the 
confusion in which we find ourselves. 
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IMPORTANCE OF OUR INTERNATIONAL 
RELATIONS 


It may be that I have an exaggerated 
view of the effect of international rela- 
tionships on all countries including our 
own. But I believe that the nature of 
the depression in which we find our 
selves is due largely to conditions out- 
side of our own boundaries, and that 
we shall not be able to draw ourselves 
up by our own boot-straps, even though 
temporarily there may be an appearance 
of recovery. I do not follow Professor 
Warren or any of his school in their 
view that currency manipulations will 
solve our problems. It is for this rea- 
son that I have thought it worth while 
to draw your attention to the funda 
mental and basic conceptions underly- 
ing world affairs. This may be a rather 
philosophic and theoretical outlook, and 
I realize as well as any of you that it 
does not answer the question of the in 
dividual business man as to whether to 
buy or sell pounds, francs or lire. 

The European problem is not the sole 
one. I mentioned two other funda’ 
mental ones, the Russian problem, and 
the Far-Eastern problem, which as you 
are probably aware, are interrelated. 
As regards the Soviet régime, I am not 
concerned here in discussing Russian in 
ternal affairs and speaking about com: 
munism versus capitalism. After the 
war ended, Russia was practically an 
outcast and it was quite natural that 
Germany, another large country which 
also felt itself as belonging to the class 
of untouchables, should enter into a kind 
of alliance with the Soviet Union. In 
those years Germany had cabinets which 
belonged to parties of the left, and while 
the communists in Russia hated these 
liberal and social democratic parties, 
nevertheless a working arrangement was 
established. The Soviet Union and Ger 
many signed the Treaty of Rapallo and 
with some ups and downs remained on 
fairly good terms with one another until 
the more recent developments in Get’ 
many. 

Meanwhile, however, as I indicated, 
the transformation which takes place im 
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most revolutions was going on in Rus- 
sia. Lenin and Trotzky, who were in- 
ternationalists, were succeeded by Stalin 
and his adherents, who knew little of 
foreign countries and fundamentally 
cared less. Also economic developments 
brought trade relations with various 
countries and so in course of time Rus- 
sia was more or less accepted in good 
society. This naturally made her less 
dependent upon Germany. When the 
Hitler revolution brought into power in 
Germany a party violently hostile to 
communism and which seemed, accord- 
ing to the utterances of some of its 
leaders, to have designs upon certain 
territories which form a part of the 
Soviet Union, the former friendship 
ended rather abruptly. Germany, on 
the other hand, was at the same time 
embittering her relations with nearly all 
the nations of the world, notably with 
France and Austria. For a while she 


found some support in Italy, but the 
fact that Italy holds a large portion of 
the former Austrian Tyrol, a purely 


German-speaking region, has led Mus- 
solini to follow a policy which will pre- 
vent a strong Germany from taking the 
place of a weak Austria as Italy’s neigh- 
bor. The former Austrian subjects in 
the Tyrol have never become reconciled 
to Italian rule, and a strong German 
power would furnish in the long run an 
irresistible attraction. Consequently, 
Italy has opposed Germany in all of its 
Austrian ambitions and this in turn has 
led to a coolness in the relations of Italy 
and Germany. 

Germany has another problem, which 
concerns her relations with Poland. As 
you know, the peace treaties created the 
so-called Polish corridor and, further- 
more, gave large parts of German Silesia 
to Poland. Germany has steadfastly re- 
fused to acknowledge the permanency 
of this arrangement and there has been 
constant friction both politically and 
economically between Poland on the 
one hand and Germany on the other. 
Poland has felt herself in a vise formed 
by Russia and Germany and has con- 
stantly feared that some day she would 

Overrun by these two powers. So 


Poland looked to France for support, 
and France, following the old policy of 
Richelieu, was quite ready to keep Ger- 
many in check by means of vassal states 
on Germany’s eastern frontier. But a 
number of incidents tended to weaken 
somewhat the close friendship of France 
and Poland. Then, too, both Germany 
and Poland were suffering intensely 
from the economic warfare which they 


‘were waging. Finally Germany, at odds 


with all her neighbors, felt that it might 
be wise to postpone the question of the 
Polish corridor; and Poland, being ruled 
by a dictator, found it easier to reach an 
agreement with another dictator than if 
Germany had a form of government 
which was in sharp contrast to hers. So 
Germany and Poland signed a non- 
aggression agreement for ten years and 
also took steps to end the tariff war. 

All of this has had an important bear- 
ing on Russia’s foreign problems. Rus- 
sia, therefore, has turned to the coun- 
tries of western Europe and even to the 
United States, for the most immediate 
problem which Russia faces in interna- 
tional affairs is not a European one, but 
one which has its roots in the Far East. 
So far as possible, she wishes to feel 
security on the European side in order 
to devote herself to her Asiatic inter- 
ests. 

This brings us to the final great inter- 
national problem, namely that of Man- 
churia which is probably fairly familiar 
to all of you. It is one of the things 
which have brought us closer to the 
Soviet Union and helped make possible 
our recognition of the country of Lenin 
and Stalin. In recent months there has 
been .undoubtedly some lessening of the 
tension between Japan and the Soviet 
Union. The less militaristic party seems 
to have gained control in Japan, and the 
Soviet Union still requires peace above 
all else to consolidate its position both 
internally and externally. Nevertheless, 
in all these situations the danger lies in 
the fact that any untoward incident 
might set off a spark which would arouse 
such popular excitement that war could 
not be prevented. 
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Financial Advertising Copy 


By L. Doveias Merepiru, Pu. D. 


Assistant Professor of Economics, University of Vermont, Burlington, Vt. 


This is the sixth of a series of articles by this author covering the entire 
subject of financial merchandising. New subscribers to Tut BanKkers MaGazine 
wishing to obtain copies containing previous installments may do so on applica- 
tion —Enp1rTor. 


HE previous article contained an explanation of the 
PT tandamental principles which underlie the preparation 

of an advertisement. It was explained therein that 
the finished advertisement is a composite of many features, 
each of which contributes materially to the effectiveness of 
the completed advertisement. One of the most important 
of these features is the copy which, with illustrations, con- 
veys to the reader the particular message which the adver- 
tisement is designed to carry. It is the purpose in this 
chapter to present an examination of the advertising copy 
of financial institutions in order to determine the methods 


by which financial institutions convey to customers and 
prospects appeals aimed at particular buying motives, Like- 
wise, attention will be given to those aspects in which finan- 
cial advertising copy is all too frequently found to be de- 
ficient or inadequate. 


Classification of Copy.—It is difficult to consider the 
advertising copy of the various types of financial institu- 
tions because of the tendency during recent years to concen- 
trate under one roof the offering of numerous financial 
services. Consequently, in order to expedite this analysis, 
advertising copy will be treated on a basis of the particular 
types of financial institutions which might operate inde- 
pendently. That is, under commercial bank advertising 
copy will be considered that copy which is designed to sell 
commercial services regardless of the fact that these services 
may be offered by an institution which bears the title of trust 
company and also offers trust and other services. Copy of 
savings banks, trust companies, and investment houses will 
also be considered separately. 

Certain kinds of copy are found in the advertisements 
of all types of financial institutions, and for the sake of con- 
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venience, it is better to treat this copy in a group designated 
as “general” instead of repeating a treatment of it for each 


type of institution. Copy will thus be treated in the follow- 
ing order: 


General 
Commercial Banks 
Savings Banks 
Trust Companies 
Investment Houses 


Themes of Copy.—The advertising copy of financial 
institutions may be classified in any one of three manners, 
as follows: 


According to the service advertised 
According to the theme of the copy 
According to the buying motive to which 
the appeal is made 


Attempts to classify more than five thousand advertise- 
ments obtained from all parts of the United States have led 


to the conclusion that the second of these methods affords a 
better opportunity for analysis than either of the other two. 
This basis of classification has resulted in a number of 
themes for each of the classes of advertising copy referred 
to above, which classes will be considered in order. The 
themes falling in the first or “general” class are as follows: 


Institutional 
The institution 
The community 
Industries 
Slogans and symbols 
Occupations 
Events 
Conventions 
Anniversaries 
Current events 
Investment counsel 
Unusual facts 
Holidays 
History 
Testimonials 
Directors and officers 


Openings 
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Locations 
Convenience 
Economy 
Taxes 
Distance 
Features 
Buildings 
New buildings 
Branches 
New branches 
Facilities afforded by a series of branches 
Facilities afforded by a particular branch 
Groups of banks 
Editorials 
Mergers 
Economy 
Enlarged facilities 
Greater strength 
Women 
Copy addressed to women 
Copy addressed to men 
Wives 
Widows 
Families 
Children 
Quotations and stories related by parents 
Quotations and stories related by children 
Instances 
Depression 
Anti-hoarding 
Exposition of sound banking principles 
Optimistic admonitions 
Increased purchasing power 
Statements 
Size, strength and age 
Back to prosperity 
Statements 
Legal 
Condensed 
Detailed 
Explained 
Transaction of business by mail 
Proverbs and quotations 
Quality of service 
Department store 
Banking hours 
Extent of service 
No securities for sale 
Miscellaneous 
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Illustrations —It would be desirable and very easy to 
illustrate every one of the themes referred to in the above 
classification and in the classifications which follow, but to 
do this would consume space far greater than the amount 
which may be allotted to this topic. This limitation ac- 
counts to a large extent for the relative paucity of illustra- 
tions when so many are available. Furthermore, every 
merchandiser is so well acquainted with many of the themes 
here outlined that it is not necessary to illustrate them all. 
Consequently, only those themes will be illustrated which 
demonstrate particularly effective use of advertising copy 
or which have come into particular prominence within 
recent years for one reason or another. In view of the fact 
that this chapter deals with a treatment of copy alone, copy 
has been reproduced without illustrations or other embellish- 
ments. This policy permits analysis of the copy when it is 
isolated from other features of the particular advertisement, 
and thus renders easier the evaluation of the effectiveness of 
the copy itself. 


Institutional—One of the groups of general themes 


used most widely by all types of financial institutions is that 
group which attempts to develop a favorable attitude on the 
part of the public toward the business as an institution. 
This is attempted, of course, in a great variety of ways, but 
these advertisements usually emphasize the institution, the 
community as a living center, or industries which operate 
in that community and transact business with the particular 
bank. An excellent illustration of the first of these uses is 
found in an advertisement of the Merchants National Bank 
of Mobile, Alabama. The headline and copy follow: 


A Triple-A 
Banking Connection 

More than 26,000 firms, corporations and individuals call the Mer- 
chants National their bank. They entrust over $13,000,000 to its care. 
Over $2,100,000 in capital, surplus and undivided profits protects these 
deposits in this, a National bank under Federal supervision. Ten direc- 
tors well known in Mobile for their business ability help guide the 
bank’s policies. Eight officers, heading a staff of over 100 employes, 
are on the job daily to give prompt, friendly, satisfactory service. 

A bank like that, no matter where located, would be a good place 
to do business. Now add the distinctive character of Merchants Na- 
tional service, working always for a more prosperous Mobile, and you 
have a Triple-A banking connection. 
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Occupations.—The Mellon National Bank has attempted 
to surmount the difficulty of finding an appeal which will 
attract individuals by addressing a number of their adver- 
tisements to particular professions and vocations. Head- 
lines illustrating this, and the occupations and professions 
with which the headlines were associated follow: 


Man’s most precious sense............ Opticians 
Hospitable Pittsburgh wisesiecagesenaeeeda sph ee RemenaeeD 
Gmardiane of the city’s: Health: .....2:......02.5..:.cctehseae Milkmen 


Inclusion of advertisements making a specific appeal to 
given occupations in the advertising program of a bank 
seems to be highly successful both from theoretical and 
practical points of view. If properly prepared, such adver- 
tisements have stronger appeals than many advertisements 
directed at larger groups. 

This bank has also applied the same idea on a more 
restricted scale by directing advertisements not to particular 
occupations but to the employees of large corporations, 
showing that the bank has served that corporation for a 
number of years and mentioning that it offers the “same 


friendly, helpful service to employees” of that corporation. 
This type of advertising copy has the same advantages pos- 
sessed by that which appeals directly to a given vocation. 
Headlines illustrative of these advertisements follow: 


To employes of the Pennsylvania Railroad. 
Skyscrapers—a message to 22,000 employes of the Carnegie Steel 
Company. 


Historical Themes. — Banking advertisements have 
abounded to such an extent with stories and illustrations 
depicting conditions of the past, that unless care is exercised 
the theme soon becomes hackneyed. Undoubtedly his- 
torical events can provide almost innumerable instances and 
topics furnishing interesting reading, but the chief criticism 
of the historical theme in bank advertising is that it has 
been overdone. Some banks have published lengthy series 
of advertisements involving no other themes than those of 
an historical nature. Such a policy tends to detract from 
the value of the historical theme, and renders of little value 
something which might be a very useful constituent of a 
general advertising program. ‘The historical theme in ad- 
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vertisements is of special value for celebrations and anni- 
versaries. 


Testimonials.—Very early in the history of general ad- 
vertising, testimonials were capitalized upon as a means of 
providing copy or else supporting copy already written. 
During the period of expansion immediately following the 
Civil War, testimonials were used in financial advertising 
in a great many instances to expedite the sale of securities. 
A large number of banks have recently returned to the use 
of testimonials in their advertising. This has been especially 
true of savings banks and trust companies. 

An outstanding illustration of testimonial advertising is 
an advertisement of the ‘Bridgeport City Trust Company 
of Bridgeport, Connecticut, which was used to advertise a 
night depository. This is an advertisement of six columns 
by one hundred and ninety lines. Across the top and right- 
hand side was a series of cuts and a summary of rules 
instructing the use of the night depository. The headlines 
of the advertisement contained the following words: 


Another Testimonial Advertisement—written by customers using 
our Night Depository. 


Then followed eight quotations or testimonials from an 
insurance office manager, a restaurant owner, a chain store 
manager, a garage owner, “another chain store manager,” 
a confectionery store owner, an investment house manager, 
and a filling station owner. Below this was the following 
brief copy: 


Play safe. Protect yourself, your employes and your money. 
Save the cost of a safe. Simplify your bookkeeping and reports. 
Banish worry at night. There is no charge. Keys and money bags 
upon request. 


Testimonial advertising of this type may well be used 
by financial institutions, especially for detailed services such 
as night depository. It is also conceivable that it might well 
be used for other services, such as deposits, checking ac- 
counts, and similar services of a general nature. 


Women.—Many years passed before bankers came to 
‘appreciate the significance of women to their business. 
When it was recognized that large amounts of wealth 
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repose in feminine hands and that the larger portion of 
family income is expended by the mistress of the household, 
women began to receive special attention in bank advertis- 
ing. Furthermore, the new economic position occupied by 
women during and after the War also increased the atten- 
tion accorded them. The entrance of women into business 
and industry in the capacity of wage-earners gave rise to an 
increased demand for the services offered by financial insti- 
tutions. 

Abundant examples of advertisements aimed directly at 
women prevail, and merely by way of illustration, attention 
is called to a series of advertisements of the First National 
Bank of Detroit, which appeared in the Women’s City Club 
Magazine during 1930 and 1931. These advertisements 
were of large size, approximately twelve inches by seventeen 
inches, and contained the following headlines: 


Why women prefer this bank. 
A financial library that women value. 
Women enjoy this parking convenience. 


The third of these headlines was sustained by the follow- 
ing copy: 


There is no downtown parking problem for the woman who makes 
First National Bank her personal bank. Right in our main office build- 
ing, only a few steps from our commercial department, is our eleven- 
story garage. 

It is a garage easily accessible to the downtown shopping district, 
and is open evenings to accommodate theater-goers. You will always 
find it very convenient. 

The woman who values efficient and personal banking and invest- 
ment service considers our Women’s Department a genuine discovery. 
The services of experienced officers and attendants are at her constant 
command. 

We suggest the next time you are downtown that you visit our 
Women’s Department, and see for yourself how widely and how well 
this department can serve you. 


Women also constitute an important theme in advertis- 
ing copy, even though the copy is not aimed directly at 
women. This is accomplished by copy which is addressed 
to men, which is built around the marital relationship, or 
which relies upon the position of the widow for its story. 
Treatment of the last of these themes may tend to become 
somewhat sentimental, but if handled in careful manner may 
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be developed into attractive copy without possessing unduly 
sentimental attributes. 


Depression—The depression of 1929 and_ succeeding 
years received so much emphasis in newspapers and in ad- 
vertising generally that it was certainly not a neglected 
theme. ‘Banks found themselves in peculiar and difficult 
positions during this period and many of them altered their 
advertising policies to conform to conditions prevailing 
generally, and to conditions in their particular communities. 
Several variations of this theme as enumerated in the classi- 
fication at the beginning have been used successfully, and 
though numerous illustrations are available, only a limited 
number will be presented. 

Anti-hoarding copy was designed to draw back into 
circulation money which had been placed in safe deposit 
boxes and similar repositories, and received considerable 
emphasis in the early part of 1932, as the result of the 
nation-wide anti-hoarding campaign which was being con- 
ducted. The First National Bank of Louisville, Kentucky, 
published a series of twelve advertisements presented as 


“Little Life Stories from Our Ledgers,’ designed to 
accomplish this purpose. Some of the headlines contained 
in these advertisements follows: 


What cured the Doctor. 
Like bricks in his walls. 
Pipe-bank cash comes back. 


The first of these headlines was sustained by the follow- 
ing copy which was typical of each of these advertisements: 


Our doctor friend laid down $7000 on the desk. 

“T’ve been a fool—’” he began. 

Of course we didn’t agree with him. He is well known in his 
profession and has made a considerable success in it. 

“I’m bringing this back,” he said, pointing to the money. “I should 
have left it, when you tried to tell me that here was the best place 
for it.” 

We made him out a new Certificate of Deposit. 

“But I got panicky with the rest—when there was no good reason. 
And now I’m out fifteen months’ interest on $7000.” 

He is cured by his mistake, as is many another who looks back 
regretfully to the interest he didn’t get. 
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A second group of depression copy themes seeks to 
expound banking principles, and the extent to which a given 
bank has adhered to them. Headlines illustrative of this 
type of advertisement are the following, taken from a series 
published by the First National Bank and Trust Company 
of New Haven, Connecticut: 


A bank and its investments. 
Your bank and the Federal Reserve. 
Credit information—a test of a good bank. 


The following copy, taken from an advertisement of the 
Merchants National Bank of Mobile, Alabama, illustrates 
the type of copy found in advertisements of this second 
sub-classification. 


Many years of banking experience have shown that certain prin- 
ciples of management must be followed strictly in order that the money 


of depositors always should be worth exactly one hundred cents on the 
dollar. 


The principles may appear rigid and uncompromising at times, but 
they are absolutely vital in serving the best interests of the people, the 
community and the bank itself. 

By faithfully living up to these principles for the thirty years of 
its history, the Merchants National has become the bank it is today. 


One type of depression advertisement which has at- 
tracted a great deal of attention is that devoted to the 
significance of the individual under depression conditions. 
The Bowery Savings Bank of New York City has led the 
way in the use of this type of advertisement. 

This bank used an advertisement of four columns by 
eleven inches in which the optical center was occupied by 
a man standing on a pedestal; his eyes looked upward and 
ahead, and an expression of determination characterized his 
face. Above the illustration was the headline, “To John 


Doe, LEADER,” and below the illustration was the fol- 
lowing copy: 


There is a cry for leadership, leadership. 

Yet one leader, we feel, who has been an outstanding element of 
strength, has not had recognition. 

He is John Doe, the average man—not known to the world at 
large, craving no special distinction; seeking only economic security for 
his family and for himself. 

Without waiting for leadership, he has found his way. With 
millions like him, he has kept his head, lived within his income, and 
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plodded forward with courage and intelligence, putting away a moderate 
surplus as he has found opportunity; readjusting himself as new condi- 
tions faced him. 

What is more, John Doe will continue to lead! 


This advertisement, which was a pioneer in this particular 
type of advertising, elicited abundant favorable comment 
and John Doe has since become central figure in a series of 
advertisements used by this bank. ‘This theme lacks the 
undesirable element of prophecy found so frequently in 
depression advertising, but imparts a note of encouragement 
to the individual during the period of economic distress and 
discouragement. 

Another type of advertisement used by some banks dur- 
ing the banking difficulties of 1932-1933 is that used espe- 
cially in connection with impending runs or with disturbing 
rumors. Numerous advertisements of this type have been 
found in which the copy was designed to allay the fears of 
the public but one of the most interesting is that of the 
Merchants National Bank of Cedar Rapids, Iowa. Some 
banking uneasiness had developed in the city of this bank’s 
domicile due to the declaration of a number of bank mora- 
toria in one week. This bank purchased full-page space in 
local newspapers and published therein the following copy:' 


Your Money Is Here 
If You Want It. 


If you desire to withdraw your funds from this bank, we ask that 
you kindly come in at once and do so. This will relieve the strain on 
our employes and better enable us to conduct our regular business. 

No restrictions of any nature will be imposed. 

We Have Ample Funds To Meet 
Every Withdrawal Request 
THE MERCHANTS 
NATIONAL BANK 


Cedar Rapids, Iowa 


An Appraisal of Depression Copy.—The relatively wide 
favor accorded depression copy is not necessarily an indica- 
tion of its soundness, for examination of this type of adver- 
tising copy leads to the belief that it was carried to an un- 
warranted extreme. 


‘American Banker, Vol. XCVIII, February 1, 1933, p. 1 
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A financial institution should do everything in its power 
to educate the public in banking, but at the same time, when 
the bank assumes the role of prophet, it enters an unwar- 
ranted sphere. Banks may well expound sound principles 
of finance, but constant emphasis upon optimism for the 
future implies prophecy. In the event that economic recov- 
ery should be delayed longer than the bank has implied, it 
may redound to the disadvantage of the advertising institu- 
tion. Constructive policy would dictate during a depression 
that a bank should confine depression copy to mere exposi- 
tion of sound principles of banking and the strength of the 
particular institution. 


Banking Service —Banking service is a very general and 
comprehensive term which includes all of the many detailed 
functions associated with the rendering of other specific 
services. It is a theme which includes the following points: 
Banking capacity, adherence to sound principles of banking, 
speed in all operations, accuracy in all operations, banking 
experience and banking versatility and specialization. 

The Bankers Trust Company of New York City, which 


has issued a great deal of distinctive advertising, published 
a series of advertisements designed to emphasize this theme. 
These advertisements have been distinctive because of their 
make-up and also because of the headlines utilized. The 
headline is usually boxed in rectangular form across the top 
of the advertisement. Some of the headlines which have 
been used in conveying this theme have been: 


By-products of understanding. 
Snap-judgment s often ability cramped for time. 
The simplest banking story ever told. 


Each of these headlines is followed by a terse paragraph 
designed to emphasize the importance of skill and training 
in banking. The following paragraph, used with the head- 
line, “The simplest banking story ever told,” is illustrative 
of the general nature of these advertisements. 


It is manpower that makes a bank. The more time its manpower 
has for the study of each banking problem, the greater will be its 
understanding of each client’s business, and the sounder will be a 
bank’s judgment. At Bankers Trust Company, each executive serves 
only a limited number of accounts. They are accounts which are large 
enough to make this highly individualized service possible. 
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The style of these advertisements and the copy contained 
therein have elicited a great deal of highly favorable com- 
ment. 

Irving Trust Company of New York City has used a 
number of advertisements designed to convey the same 
point, but involving a different method. Each of these 
advertisements contained a picture of one or more indi- 
viduals of business-like appearance, and then a description 
of a particular instance. These descriptions were sur- 
mounted by headlines in the form of quotations such as the 
following: “He’d be bankrupt today if he had made that 
loan.” 


Department Store-—Department store advertising copy 
has always possessed characteristics of its own. With the 
rapid development of numerous departments within finan- 
cial institutions, many organizations have turned to adver- 
tising of this style. Of course, bank advertising of this kind 
does not use the price appeal which generally dominates 
department store advertising, and the similarity applies for 
the most part only to layout. 

An advertisement of the First National Bank and Trust 
Company of New Haven, Connecticut, is an illustration of 
this type of advertisement. This advertisement was 12 
inches by 17% inches, and was divided into four equal rec- 
tangles. In the lower left-hand rectangle was a cut of the 
bank with its name and address. In the upper rectangle on 
the right-hand side was the following copy: 


A Complete 
Financial Service 
Some people look upon a bank merely as a safe place to put money 
—they overlook the many other real services of the complete banking 
institution. Hence we are showing here some of the facilities we are 
eager to place at their disposal. 


You will save much time and inconvenience in the course of a year 
by doing business with THE FIRST NATIONAL—you can attend to 
all your financial needs right here. 


In the upper left-hand corner were nine equal rec- 
tangles, each with a cut and brief copy, advertising the fol- 
lowing services: 
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Savings Checking Accounts Letters of Credit 
Executors and Trustee Safe Deposit Collections 
Credit Trade Trends Life Insurance Trusts 


In the rectangle diagonally opposite, the following serv- 
ices were described in the same manner: 


Investment Dept. Foreign Exchange Night Depository 
Industrial Loans Travel Checks Silver Storage 
Certificates of Deposit Agency Accounts Loans and Discounts 


Advertisements of this type occupy a proper position in 
the copy program of many institutions if department store 
banking is to be conducted, and variations of this style of 
advertisement might readily be developed. Its chief ad- 
vantage is the fact that it indicates at a glance the versatil- 
ity of the services offered by such institutions. 


Children.—Children constitute one of the most effective 
and popular themes for attracting attention to advertise- 
ments. Home life centers about children, and it is a human 
trait to admire children and to evidence inicrest in young 


people while they are in the process of developing and at- 
tempting to establish themselves in adulthood. Money is 
absolutely essential to provide for children the things which 
they need and desire and the things which their parents 
desire them to have. Consequently, it is not surprising to 
find a large number of savings bank advertisements devoted 
to children as a theme. This topic utilizes children of all 
ages extending from newborn babes to young men and 
women in college, about to start in business, or about to 
marry. Headlines associated with the development of this 
theme include: 


I just got a letter from Jim. 
Big Boy, you’re going to college. 
A fellow’s got to think of the future. 


An illustration of the copy used with such headlines is 
found in the advertisement of the First Wisconsin National 
Bank which bore the last of the above headlines. This head- 
line was spread across the top of the advertisement which 
was approximately five columns by nine and one-half inches. 
The left half of the advertisement contained the picture of 
a lusty and purposive young man of some few years, and 
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the copy which was on the right-hand side of the advertise- 
ment follows: 


I spoke right up. “Dad,” I said, “instead of muddling along waiting 
for ‘conditions’ to change, let’s get adjusted. Let’s organize the family 
finances on a sound 1932 basis. Then you'll be your old self again. . 
Mother won’t worry so much .. . and besides, I'd like to count on going 
to college some day. What do you say, Dad?” ... Well, Dad said 
“xes. We're adjusted financially now—and getting ahead. The 
future looks rosy to me. 


No Securities for Sale-—The decline of security prices 
after 1929 cast unpleasant reflections upon many financial 
institutions which had dealt in securities. The stigma asso- 
ciated with such dealings was felt particularly by banks 
which transacted other types of business in addition to 
investment banking. Consequently, within a short time 
numerous institutions attempted to capitalize upon the fact 
that they offered no securities for sale or upon the fact that 
a conservative policy was pursued by the organization. 

Some trust companies have used this theme in slightly 
different manner by indicating the exclusive nature of the 
services offered instead of emphasizing the fact that they 
have no securities for sale. Trust companies which offer 
solely general trust services have stressed this fact in their 
advertisements, and those which render a special type of 
trust service have called attention to the specialized nature 
of their business. An illustration of advertising copy used 
to point out that the particular institution confines its activ- 
ities to trust business is illustrated by the copy of an adver- 
tisement of the City Bank Farmers Trust Company of 
New York. ‘This advertisement was three columns wide 
and of full-page length. It contained a cut of the institu- 
tion’s building, which cut was approximately three-fourths 
the length of the entire advertisement. Below this cut was 
the following copy: 


CITY BANK FARMERS 
TRUST COMPANY 


Chartered 1822 


is conducting only a trust business 
. .. the care and management of the 
property of its clients. 
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COMMERCIAL 


Almost all of the themes referred to in the “General” 
classification may be used by commercial banks in one form 
or another, and in addition to these themes there are some 
which may be used only by commercial banks. It thus 
becomes necessary to present a classification of those addi- 
tional themes which may be used advantageously by banks 
of this type. ‘These themes include almost entirely the dif- 
ferent services which may be rendered by commercial banks, 
and are as follows: 

Acceptance of deposits 
Checking service 
Collections 
Furnishing credit information 
Transmission of funds 
Banking services, including giving of advice 
Correspondent functions 
Lending of money 
Foreign trade and exchange 
Safe deposit 
Fur storage 
Travel service 
Social achievement 
Personal comfort 
Pleasure or recreation 
Education 


Copy illustrating only a limited number of these themes 
will be presented below, in order to demonstrate the manner 
in which the customary services offered daily by commercial 
banks may be woven into advertising copy which is attrac- 
tive and productive of business. 


Correspondent Functions.—Correspondent functions are 
a theme usually developed in advertising copy found in 
those publications which have access to banking executives. 
It is also a theme which could probably be developed to a 
much greater extent. Some of the points used in such copy 
are: Size of the bank, adequate facilities, location, speed, 
and number of correspondents. The First Wisconsin Na- 
tional Bank has used the latter topic in an especially attrac- 
tive manner, not only as a means of obtaining additional 
correspondents, but also as a method by which it might 
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convey to the public an impression of strength. This par- 
ticular advertisement carried the headline “*4 of the banks 
in Wisconsin bank at the First Wisconsin.” This news- 
paper advertisement was approximately fifteen inches by 
eighteen inches in size. In the center was a picture of the 
entrance to the bank and the following brief copy was 
spread equally on each side of the picture: 


Banks, like individuals, deposit money in other banks. And in 
Wisconsin, three-fourths of all the banks are First Wisconsin depositors. 

The factors which have made this bank the choice of bankers— 
sound management, ample resources, complete facilities—constitute your 
assurance of dependable service as a First Wisconsin customer. 

Similarly dependable service is also available to you at the 11 
other banks in Greater Milwaukee which are affiliated with the First 
Wisconsin as units of the Wisconsin Bankshares Group. These banks 
are included in the list below. And these banks, with the First Wis- 
consin, invite your business. 


The Lending of Money.—Banks earlier used in their 
advertising themes designed to attract deposits, but until 
recently it had not been considered discreet to advertise that 
a bank had money to loan. The three years immediately 


following the stock market crash produced conditions which 
in some instances almost compelled banks to advertise that 
they had money to loan. The years preceding 1929 and the 
early part of that year afforded banks abundant oppor- 
tunities to invest their funds in the call loan market at 
very attractive rates. Collapse of stock prices and the easy 
money policy of the Federal Reserve Board brought about 
a rapid reduction in the call loan rate with the result that 
many of the business houses which had placed large sums 
of money in the call loan market turned to savings accounts 
opened in the names of trusted employes as a means of 
obtaining the highest possible return on relatively liquid 
capital. Many business organizations found themselves less 
interested in borrowing than had formerly been the case, 
and sought to improve their cash position. Individuals also 
began to curtail their expenditures with the result that sav- 
ings accounts increased rapidly in striking contrast to 
marked recessions in the years immediately preceding the 
crash. The rates of return on high-grade securities and the 
necessity of banks to keep themselves in liquid condition 
contributed, with the preceding causes, to relatively large 
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amounts being available for lending by many banks and to 
relatively small demands for loans. Within a short -period 
of time some banks began to advertise that they had money 
to loan, and the topics used in this advertising included: 
Recognition of meritorious borrowers, favorable prices for 
real estate in those states which permit real estate loans, and 
the duty of business men to contribute to the return of pros- 
perity by expanding. It is also probable that some of this 
advertising was an attempt to quiet public criticism of the 
banks, because many of them were being vigorously criti- 
cized for not lending money. 

Commercial banks which advertised that they had money 
to lend stressed this operation as one of the banking func- 
tions and indicated that applications for legitimate loans are 
always given due consideration. The Commerce Trust 
Company of Kansas City developed some of these points 
in an advertisement which contained the following copy: 


One function of banking is the lending of money. 

A legitimate business operated on a sound basis need never hesitate 
to apply for a loan. 

The credit policy of the Commerce Trust Company is sensible, 
conservative, friendly. 

We would rather extend credit than to find it necessary to decline it. 


Foreign Trade——Commercial banks, especially those in 
export and import centers, have devoted much attention to 
advertising the foreign trade aspects of their business. 
Advertisements which attempt to develop this theme readily 
fall into two classifications: (a) Development of foreign 
trade as a general theme, and (b) relation of instances which 
have occurred in the experience of the bank. 

Development of foreign trade as a general theme is 
accomplished by cuts which usually show scenes about a 
dock accompanied by copy describing a manner in which 
the particular bank may expedite exportation and importa- 
tion. Headlines which have been used in advertisements of 
this kind are of the following nature: 


Cutting costs in foreign trade. 
Pesos, piasters, pice and pounds. 


The latter headline was used in an advertisement of the 
Equitable Trust Company before its merger with The Chase 
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National Bank. The illustration was of novel design for an 
advertisement of this kind. It depicted a group of mone- 
tary symbols of different countries on small restangles and 
interspersed among these symbols were tiny figures of 
natives of these different countries. 

Advertisements of the second type contain headlines 
similar to the following: 


.. . But we don’t know anyone in Rio. 
Silver foxes sail to sea. 


The advertisements of both types serve very useful pur- 
poses. Those of the first type seek to explain to business 
men that the bank has foreign trade services available. The 
second type seeks to do the same thing, but the appeal is 
humanized to a much greater extent. 


SAVINGS BANK COPY 
The services offered by savings banks and savings de- 


partments are relatively limited in number, but this limita- 
tion does not preclude institutions offering such services 


from using a wide variety of themes in their advertising 
copy. Unfortunately, savings bank copy has constituted 
the most hackneyed copy used by financial institutions, but 
at the same time, many of the organizations offering these 
services have utilized copy which has been just as attractive 
and just as effective as that used by many other business 
organizations. 


Classification.—As was the case with commercial banks, 
many, if not all, of the themes contained in the “General” 
classification may be used by savings banks and, therefore, 
only those not falling in that classification are listed below. 
Limitations of space again permit the illustration of only a 
limited number of these themes, all of which are as follows: 


Characteristics of savings accounts 

Pleasure 

Advantages of thrift 

Safety 

Dividends and interest 
Rate of dividend or interest 
Time at which interest or dividends begin to accrue 
Number of consecutive interest or dividend payments made 
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Retention of a certain interest or dividend rate 
Total amount of interest or dividend being paid on a certain 
date 
Number of persons receiving payments 
Changes in rates and reasons therefor 
Mutuality (mutual savings banks only) 
Budgets 
Reserve 
Passbook 
Installment savings 
Christmas, vacation and other clubs 
Insured savings 
School savings 


Characteristics of Savings Accounts.—The safety fea- 
ture and the desirability of maintaining a savings account in 
order to establish a reserve have been mentioned above as 
separate themes, but there are also many of the character- 
istics of the savings account which would not be included 
with any of the themes mentioned in the above classification. 

A series of six advertisements, used by the Merchants 
National Bank of Mobile, Alabama, illustrates the manner 
in which the characteristics of savings accounts may be used 
as the themes of advertising copy. ‘These advertisements 
contained headlines, of which the following are representa- 
tive: 

YOUR MONEY always is worth 100 cents on the dollar. 

YOUR MONEY is ready when you need ready money. 

YOUR MONEY can be increased by easy stages. 


The copy associated with the first of these headlines 
follows: 


Fluctuating prices, and values, stock or market quotations, the law 
of supply and demand—none of these affects your savings acount. 

It is always worth 100 cents on the dollar in good United States 
currency—and always ready when you need it. You do not need to sell 
it, take a discount, let it go for whatever you can get. It is here and 
ready—working every hour of the day and night for you. 


Similar advertisements used by the same bank point out 
additional advantages as indicated by the following head- 
lines: 


A savings account is an investment that anyone can make. 
A savings account is an investment that gives you working capital. 
A savings account is an investment that is flexible. 
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These headlines illustrate the many advantages of sav- 
ings accounts to which attention may be called. Each of 
these may well form the theme of an advertisement, or as is 
frequently the case, they may be combined into one adver- 
tisement. Still another variation of the use of these advan- 
tages is to enumerate them in a small box in one corner or 
portion of a savings bank advertisement which develops 
some other theme. The themes here mentioned are of 
special advantage in periods such as 1929, when the advisa- 
bility of maintaining savings accounts is being questioned, 
and also during depression periods when the merits of every 
type of investment are subjected to scorching scrutiny. 


Pleasure.—It was pointed out in an earlier article that 
savings bank advertising was one of the earliest types of 
financial advertising, that it was at first very formal and 
consisted primarily of interest notices, and that later on, it 
assumed preachment aspects. Savings bank advertising 
long remained hackneyed because of persistent resort to 
“Rainy Day” themes, but in more recent years copy-writers 
have turned to the pleasurable aspects of savings, instead 
of placing almost entire emphasis upon preachment and 
unpleasant associations. Nevertheless, much savings adver- 
tising copy still retains evidences of these hackneyed attri- 
butes, but many of the more progressive copy-writers place 
emphasis upon the pleasurable aspects, or else embellish in 
more attractive manner the themes formerly used for 
preachments. 

Advertisements with pleasure as their theme constitute 
one of the most prominent forms of savings bank advertis- 
ing copy now used. This theme is developed by headlines 
such as the following: 


Squeezing something extra out of life. 
. or what haven’t you? 

Happy days. 

To make life more comfortable. 


These headlines and the copy accompanying them dem- 
onstrate attempts to show that the desires of men for 
pleasure or a particularly pleasurable desire may be satis- 
fied by utilizing the savings account. 
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TRUST COMPANIES 


Trust advertising copy furnishes abundant illustrations 
of the widest use of themes and appeals found in the entire 
field of financial advertising. This condition probably re- 
sults for two reasons. In the first place, the variety of trust 
services offered is of such wide range that it gives great 
opportunity to use a variety of themes. In the second place, 
the nature of the services rendered by trust companies is 
such that it enables greater utilization of humanized copy. 
The advertising copy of commercial banks and savings 
banks has been hampered to a certain extent by early tradi- 
tions which developed around these institutions, but the 
growth of trust companies has been more recent and has 
probably not been bound by irrational traditions such as 


those found in the realm of commercial banks and savings 
banks. 


Pioneering Nature.—Trust company advertising differs 
markedly from that of commercial banks and savings banks 
in that it has been of a pioneering nature to a much greater 
extent than the advertising copy of other types of financial 
institutions. Trust companies have been in existence for 
more than a century, but their usefulness has greatly in- 
creased during the past two or three decades. Much pioneer- 
ing and educative advertising has been necessary in order 
to educate people concerning the usefulness of trust 
companies, even with regard to the early functions of 
these organizations, such as the administration of estates. 
The development of many new services such as living 
trusts, custodian agreements, business insurance, invest- 
ment counsel, and similar services has required a great 
amount of educative effort in order to inform the public 
concerning the nature of these services. Throughout the 
illustrations cited below this tendency will be distinctly 
evident. 


Themes.—The following themes have been found to 
recur consistently and profusely in trust advertising copy: 
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Simplicity 
Estates 
Mere mention of a particular service 
Questions and answers 
Conformity to desires of trustor 
Taxes 
Shrinkage of income and principal 
Custodian accounts 
Stock registration and transfer 
Uniform and composite trusts 
Business insurance trusts 
Wills 
Lawyers and trust companies 
Life insurance 
Advocacy of the purchase of life insurance 
Explanation of insurance trusts 
Explanation of the advantages of life insurance trusts 
“Depression” uses of life insurance 
Benefactions 
Investments 


Simplicity —The impression commonly prevails that the 
creation of a trust agreement to care for an estate or to 
create a living trust requires a great deal of time, and, there- 
fore, many individuals procrastinate in consulting trust 
companies. Many trust companies have attempted to 
counteract this false impression by pointing out in their 
advertising copy the brief amount of time required for the 
preparation of trust agreements. This has been portrayed 
by headlines such as the following: 


One hour well spent! 
INVEST a half hour with one of our trust men. 


The last of these headlines formed the major theme of a 
series of advertisements used by the Mississippi Valley 
Trust Company of St. Louis, Missouri. In each advertise- 
ment there was a small cut related to the general theme, and 
below the last headline mentioned above, which was repeated 
in each advertisement, was a sub-headline such as the fol- 
lowing: 


Less time than it takes to go out to lunch. 
Less time than it takes to glance through a newspaper. 


The copy associated with the first of these sub-headlines 
follows: 
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He was busy—very busy. “I can’t give you much time,” he told 
one of our trust men. “But if you want to talk with me while I eat a 
quick lunch, come ahead.” 


Our man accepted. And he certainly had a busy half hour. His 
host fired question after question at him. All dealt with the same 
subject—money—saving. Why is it economical to have an estate 
administered by Mississippi Valley? What do we mean when we say 
we may be able to effect tax economies? Can we prove—in black and 
white—that heirs actually receive more money from an estate when its 
distribution is carefully planned? 

We can’t tell you the answers our man gave—not in this space. 
But we will tell you this much. He convinced this very busy man. 
Today he is a trust client of Mississippi Valley. He, like scores of 
other St. Louisans, is utilizing our trust services primarily because they 
mean money-saving economies for his family and himself. 


The simplicity theme is one which well merits develop- 
ment by trust companies in order to counteract the prevail- 
ing delusion concerning the amount of time required to exe- 
cute trust agreements and to utilize the other services 
offered by trust companies. 


Custodian Accounts.—The custodian account lends itself 
to treatment in advertising copy in much the same manner 
as the living trust. The themes employed in advertisements 
designed to sell custodian accounts attempt to show the 
safety of the custodian account, the pleasures which may 
be derived from such an agreement, the attention given to 
property committed thereunder, and the convenience of such 
agreements. These advertisements generally use appro- 
priate cuts, and headlines, such as the following: 


GOOD NEWS for men and women of means who would like to 
take a vacation—short or long—from the detailed work of caring for 
their property. 

ALL ABOARD and no telegrams from the office. 

Be rid of the nuisance. 


The last of these headlines was used with the following 
copy taken from a Maryland Trust Company, Baltimore, 
advertisement: 


Wealth has its nuisances as well as its advantages and responsi- 
bilities. Why be troubled with the detailed care of securities—clipping 
and depositing coupons, collecting dividends, redeeming bonds at call 
or maturity, exercising rights and warrants? Maryland Trust Com- 
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pany, under a Custodian Agency with the Trust Department, will act 
as your financial secretary, carrying out your instructions to the letter 
and relieving you of these burdensome details at a charge that is 
surprisingly low. 


The rapid development of the custodian agreement dur- 
ing the past few years has demonstrated its value. Many 
financial institutions have attempted to render, free-of- 
charge, the services now rendered under custodian agree- 
ments. The expenses in connection with the rendition of 
such services have induced these institutions to make a 
charge which will not only cover costs but permit a reason- 
able profit, as well. Many institutions are just adopting 
this procedure and have special reason for giving attention 
to advertising copy in order to develop this service. 


Business Insurance Trusts.—Many financially sound and 
progressive businesses have been brought to termination by 
the death of one of the owners because his heirs were not in 
a position to continue the business, and because the’ other 
owners were unable to purchase the interest of the decedent. 
Providing for such contingencies is another of the many 
services which trust companies have tried to introduce and 
to develop rapidly during the past several years. This is 
usually accomplished by making insurance on the lives of 
owners of the business payable to the trust company under 
a type of insurance trust agreement, for administration. 
Copy designed to sell this service has been used to a great 
extent in newspapers as well as executives’ magazines. The 
themes which may be used in this connection are much wider 
and much more varied than those which may be used in 
connection with the services such as stock transfer. ‘These 
advertisements tend to emphasize the value of the business 
as an entity, the general prevalence of the problem, the 
problems of managing the decedent’s’ business, the advan- 
tages of such service to widows and families, and similar 
topics. Headlines in such advertisements are illustrated by 
the following: 


HOW MUCH for one-half a business? 
Every PART-OWNER has this problem. 
What are TWO halves of ONE partnership worth? 
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Pleasures—The responsibilities attendant upon the 
management of a considerable sum of money are very heavy 
at any time and are especially heavy during periods of rapid 
change, such as the past several years have been. Trust 
companies have attempted to portray the comforts and 
pleasures derived from the relief from such burdens afforded 
by particular forms of trust agreements. This theme has 
been developed by headlines such as the following: 


FREEDOM TO TRAVEL ... Security . . . Economy—The A, B, C, 
of living trusts. 

A Central Hanover Immediate Trust gives you time for the business of 
living. 

His life is free from financial worry, because of a Living Trust. 


The last of these headlines was associated with an adver- 
tisement which contained a cut of a man reclining in a com- 
fortable chair. He smoked a pipe and an expression of 
contentment was on his face. In addition to this headline 
and cut, there appeared the following copy: 


Not for this man the sickening worries that so often go with the 
personal management of an estate. 

For him, the peace of mind and financial security that are the 
natural results of a Living Trust established with Industrial Trust 
Company.” 


Living trusts lend themselves readily to humanized copy 
which emphasizes the theme of pleasure and recreation, and 
affords abundant opportunity for the copy-writer to exer- 
cise his resourcefulness in the development of this theme. 


SECURITY ADVERTISING COPY 


Difficulties Confronted.—Analysis of security and in- 
vestment advertising copy presents difficulties much greater 
than those which were found in the analysis of the copy of 
the three other groups of financial institutions. This diffi- 
culty is accounted for by several reasons. In the first place, 
security advertising covers a much more extensive field of 
activity than any of the other types of advertising copy. 
In the second place, houses which offer investment securities 
for sale are not subject to regulations such as those which 
are imposed upon other types of financial institutions. This 


?Providence, Rhode Island. 
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condition gives them a latitude in their activities much 
greater than that which is enjoyed by the other types of 
institutions. In the third place, the organization of many 
houses offering securities for sale is influenced greatly by 
conditions during a given period of time and this in turn 
influences the advertising copy of such institutions. Security 
advertising thus becomes subject to a number of influences 
which do not affect the copy of other financial institutions 
to a corresponding extent. 

For the purpose of this discussion a distinction will be 
drawn between those advertisements which relate to security 
issues regardless of type and those which relate to other 
services offered by investment houses. Consequently, this 
discussion includes only that advertising copy devoted to 
the sale of security issues and to the services of investment 
houses in so far as the issuance of securities is involved. 


Classification.-—The themes of advertising copy falling 
within the scope of security advertising may be classified in 
the following divisions: 


Advertising copy which tends to conform to the more or less conven- 
tional styles of advertising used in offering new securities 
State and government issues 
Municipal issues 
Corporate issues 


Copy devoted to treatment of the investment instituton instead of being 
devoted to a particular security issue 
Cards 


Advertisements which mention the name of the organization and 
what it offers 


Copy which explains sound principles of investment 
Advertisements which describe and emphasize certain characteristics 
of the institution 


Copy which invites the public to send for a booklet or to listen to 
a radio program sponsored by the particular house 


*Advertising Investment Securities contains the following classification of 
types of investment advertising copy: 
Institutional Syndicate 
Educational Syndicate follow-up 
Inquiry Dealer follow-up 
Direct offering Card 
This classification is not sufficiently comprehensive for the purpose of this 
analysis. Pp. 168-170. 
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Real estate mortgage advertising copy 
Pleasure 
Safety 
Income 
Profit 
Children and education 
Amount invested 
Nature of investments and investors 
Descriptons 
Statements 
Women 
Legality 
Lending records 
Investment trust advertising copy 
New issue announcements 
Institutional 
Safety 
Sales 
Constituent corporations 
Distributions 
Depression 
Capitalists’ opportunities 
Statements 
Miscellaneous advertising copy 
Specific recommendations 
Advertisements published by an issuing corporation with the pur- 
pose, not of selling goods, but of strengthening the position of 
its securities 
Additional themes 


This classification is made necessary for several reasons. 
In the first place, advertisements falling within the first 
group do not contain copy humanized to the same extent as 
that of the other groups. In the second place, much of the 
advertising copy of some of these groups is the result of a 
financial fetish of a particular period or era and must be 
treated accordingly. In the third place, some of the securi- 
ties of particular types which fall in the above groups have 
not been satisfying from the point of view of investors and 
have tended somewhat to disparage all of the institutions 
offering securities of that type. For this reason, if for no 
other, they must be treated separately. In the fourth place, 
securities are very difficult to standardize due to changes in 
money market conditions, styles among investors, and the 
necessity of adapting each issue to prevailing conditions. 
All of these factors which tend to make standardization of 
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securities difficult also tend to make standardization of 
security advertising difficult. In the fifth place, tradition 
among some investment house dealers has retarded the 
advertising copy much more for these houses than for other 
types of financial institutions and has kept at a minimum 
the number of themes employed for certain types of se- 
curities. 


Conventional T'ypes.—Those advertisements which fall 
within the first major classification mentioned above have 
for many years been of a very detailed nature which has 
become a convention in the business. They have been char- 
acterized by relatively large space and by a mass of infor- 
mation oftentimes published in very fine print. This con- 
ventional type of advertisement has been so widely criticized 
because of its numerous details that investment houses 
during the past few years have sought to overcome this 
criticism and, at the same time, to make their announcements 
more readable’ and understandable by prospective pur- 
chasers. This has been accomplished by reducing the state- 
ments of all of the facts contained to summary sentences 
upon the theory that the information given was sufficient, 
unless persons were further interested. Such advertise- 
ments usually contain an offer of a circular which will 
furnish additional information, and it is believed by invest- 
ment houses using such advertisements that the brief sum- 
mary will induce those persons further interested in the issue 
to make inquiry for the circular offered. This has a two- 
fold advantage. In the first place, it tends to make the 
announcement more attractive, and in the second place, 
those individuals who make inquiry for circulars furnish 
leads for salesmen and also provide the mailing list with 
the names of additional persons who will likely be interested. 

The abbreviated form of issue announcement has re- 
ceived increasing favor from investment bankers. It was 
first used about ten years ago, but even during this period 
has not been widely adopted by all investment syndicates, 
apparently because of one reason: A great many dealers 
“set up a loud and dismal tumult because the advertise- 
ments did not carry the traditional volume of detailed infor- 
mation.”* Despite the reluctance of investment bankers to 


‘Dock, George, Jr., Improvement of New Issue Announcements, Financial 
Advertisers Association, Proceedings, 1928, pp. 70-78, p. 73. 
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use copy of this style, there are numerous reasons for adopt- 
ing an abbreviated form of announcement. In the first 
place, this brief form of announcement reduces from 10 per 
cent. to 60 per cent. the amount of space needed for such 
advertisements. This might readily make possible the 
placement of advertisements in a greater number of papers 
and reach a greater number of investors.° In the second 
place, about “95 per cent. of all bonds sold are finally con- 
summated through personal salesmanship.”* In the third 
place, houses using this form of announcement have found 
an increase in the number of inquiries received which is a 
natural consequence of the fact that much information is 
omitted from the advertisement and can be obtained only 
from the houses of issue. In the fourth place, advertise- 
ments prepared in this manner present material in form 
in which it is much more readable and much more readily 
understood than the old style of belabored announcement. 
These reasons strongly recommend the abbreviated form of 
issue announcement to investment houses. 


Real Estate Mortgages.—Real estate mortgage adver- 
tising copy constitutes a type of copy which developed during 
the past ten or twelve years in connection with the growth 
of large cities. The sale of real estate mortgages was 
undoubtedly expedited by the growth of cities and the rela- 
tive ease with which these securities could be floated due to 
the prosperous condition of the people. Furthermore, real 
estate mortgages have been offered in relatively small de- 
nominations which fact greatly broadened the market for 
these securities. In order to capitalize upon the favorable 
inclination of the small saver toward the real estate mort- 
gage, advertising copy used in connection with the sale of 
real estate mortgage bonds has been more highly humanized 
than any other type of investment advertising copy. These 
advertisements have been placed not on the financial page 
for the most part but rather in general news sections of the 
newspapers and in the magazine sections of Sunday editions. 

The record of real estate mortgages after 1930 was not 
so enviable as it had been during the few years immediately 

‘Dock, George, Jr., op. cit., p. 75. 

‘Bryson, A. E., “How to Make Investment Advertising and Selling Pull 


Together,” Financial Advertisers Association, Proceedings, 1931, pp. 290-292, 
p. 291. 
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before 1930. Numerous issues went into default and in- 
vestors found that the depression had deprived them of 
many of the promises contained in advertisements. This 
record submits the advertisements of real estate mortgage 
houses to a great deal of criticism. ‘These houses operated 
without regulation and their advertisements have empha- 
sized safety and have attempted to strike emotional buying 
motives fully as forcefully, if not more forcefully, than 
any other type of financial advertising copy. In some 
instances, copy of this kind has undoubtedly been carried to 
extremes, and such use of advertising themes can only be 
deplored. 

During the period in which many real estate mortgage 
advertisements appeared they did not impress many indi- 
viduals as possessing alarming characteristics. However, as 
one reviews an extensive collection of advertisements of this 
type, the fact becomes established that they were probably 
‘arried to a vicious extreme during the inflation which char- 
acterized the “New Era,” terminating in 1929. It should 
be noted, however, that real estate mortgage advertising is 
not the only type which was carried to an extreme. 

Real estate mortgage advertising has probably detracted 
to a certain extent at least from the confidence placed by 
the public in the advertising copy of other financial institu- 
tions. It should be to the distinct advantage of other 
financial institutions which advertise to bring more or less 
pressure to bear to confine the advertising copy of real 
estate mortgage companies to more conservative limits. 
More satisfactory results to investors would probably accrue 
not from regulations of advertising copy, but from regula- 
tion of these mortgage houses. Just as long as real estate 
mortgage companies appeal to the small investor, resort to 
humanized copy, and offer unqualified safety, they will 
occupy a position similar to that held by the stock savings 
banks, and there seem to be no substantial reasons why real 
estate mortgage companies should not therefore be regu- 
lated in their operations. 


Investment Trusts.—Investment trust advertising copy 
differs markedly from the advertising copy used in the sale 
of real estate mortgages. It was pointed out above that 
advertisements used in the sale of the latter type of securi- 
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ties were very highly humanized. Investment trust adver- 
tising copy has also been designed to appeal to small savers, 
but in those instances in which investment trust advertising 
copy was humanized, emphasis was usually placed upon the 
appeal to profits through appreciation and through income, 
instead of upon the wide variety of themes used in real 
estate mortgage copy. Furthermore, many of the invest- 
ment trust advertisements have been prepared in forms 
somewhat similar to the announcements of security issues 
because the rapid development of the investment trust 
during 1929 gave rise to a situation in which most of the 
trust advertisements were new issue announcements. When 
these announcements deviated from conventional form, they 
tended for the most part to emphasize profits and the im- 
portance of diversification. 

Analysis of investment trust advertising indicates that 
it has been highly developed, but at the same time it is 
subject to a great amount of criticism. The position of 
advertising of investment trusts is very similar to that of 
real estate mortgage companies described above. Regula- 
tion of investment trusts would probably present greater 
difficulties than regulation of real estate mortgage com- 
panies because strict regulation would probably greatly con- 
fine the activities of general management trusts, and give 
rise to numerous complaints. Consequently, financial mer- 
chandisers who appreciate the inherent dangers and defects 
of some of the copy used in investment trust advertisements 
may well exert every effort to curtail such copy. It is, of 
course, unfortunate that some investment trust copy de- 
tracts from the copy of the more conservative organizations. 
Nevertheless, it is a condition which has existed and must be 
squarely confronted. 


CONCLUSION 


Copy in Booklets and Leaflets—The advertisements 
used in the preceding analysis were all taken from news- 
papers and magazines, but analysis of approximately the 
same number of booklets and leaflets indicates that there 
are very few differences in the advertising themes used. 
The essential difference between the copy of newspapers 
and that of other media is that the latter very likely attains 
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greater length than does that of the former. However, this 
is not always true and many leaflets contain much less copy 
than do many new spaper advertisements. Examination of 
booklets tends to give the impression that many of them are . 
designed to do much more explaining than is generally 
expected of newspaper, magazine, and other advertisements. 

The copy utilized in many of these media other than news- 
papers and magazines is governed by the particular pur- 

poses for which these media are to be used, just as news- 

paper and magazine advertising copy is controlled by the 
particular purpose for which it is designed. 


Summary.—This analysis of the advertising copy of \ 
financial institutions indicates that a great variety of themes gt 
may be used by copy-writers of these organizations. Out- ne 
standing instances which have occurred in connection with : 

i 


the use of many of these themes have been pointed out 


above, but this should not lead to the conclusion that all , 
advertisements of financial institutions attain similar stand- oT 
ards. Many advertisements have been discarded at a glance fi 
during the course of this examination because of their com- b 
monplaceness and hackneyed natures. Examination of ad- i 
vertisements such as those used in preparation of the above 6 
analysis indicates that much of the advertising now used by ‘ 
financial institutions contains copy much less effective, much it 
less interesting, and much less attractive than is necessary. 0 
The services offered by financial organizations may be t 
described through humanized copy, and at the same time the e 
dignity of the advertising institution may be preserved. = 
The copy-writers of many banks, in preparing their mate- th 
rial, might profitably spend more time in analyzing the w 
services which their banks offer and the manner in which ul 
the stories of these services may be carried to those who : 
read the advertisements. Daily events furnish the best : 
clues to human nature and provide greatest opportunities p 
for the preparation of interesting copy. If copy-writers v 
more carefully observed actual operation of their institution, al 
a much higher grade of advertising copy would probably P 


be found in their advertisements. 
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UPPORTERS of mortgage morato- 
rium or other so-called relief meas- 
ures justify their support on the 

ground of existing extraordinary eco- 
nomic conditions. While the farmer as 
a class appears to be the worst sufferer 
because of the recent precipitous price 
decline in farm lands and farm products, 
in many instances the city property 
owner is equally distressed. Admittedly, 
financial distress is unusually widespread, 
but it is not universal. The distress 
varies in different localities. Where re- 
lief is imperative it is as much to the 
benefit of the creditor to extend it as it 
is to the debtor to receive it, but where 
it is not needed, its extension will serve 
only to injure the debtor and destroy 
the responsibility and consequently the 
credit of the debtor. 

More can be accomplished through 
voluntary co-operative effort between 
the borrower and the lender, dealing 
with each situation on its own merits, 
than by mandatory legislation indiscrim- 
inately applied. The effectiveness of 
such a co-operative method is not merely 
a theory with the life insurance com- 
panies which are by far the largest in- 
vestors in real estate mortgages; it is, 
and has been for some time past, in 
practical operation. 

Because of the nature of their business 
life insurance companies have no in- 
terest in acquiring real estate, but on the 
contrary would much prefer not to do 
so. They consider foreclosure proceed- 
ings as absolutely a last resort to be used 
when all other efforts fail. It has been 


the policy of the companies to be as 
lenient as good business and the in- 
terests of “their policyholders will per- 
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mit. Where their borrowers show will- 
ingness to co-operate with the companies, 
every effort is being extended to help 
them, particularly in the cases where the 
borrowers occupy the property. Many 
instances could be related where com- 
panies have carried mortgagors along 
for a period of years and foreclosed only 
when there was absolutely no chance of 
ever realizing on their investment as was 
contemplated under the loan agreement, 
or when the borrower was ready to 
give up. 

Unquestionably these same policies 
govern our savings and loan associations, 
our banks, religious and fraternal or- 
ganizations, trust companies handling 
real estate, and numberless individuals 
who have been investing their funds in 
mortgage loans. It is also true that, in 
certain instances where foreclosure has 
been considered necessary, the contest 
is actually between lien holder and not 
between the borrower and the first mort- 
gage holder. In such cases junior mort- 
gage holders have obtained possession of 
properties through foreclosure with the 
sole intention of taking the rentals for 
their own benefit, thereby making it im- 
perative for the senior lien holder to 
start a foreclosure action so that the 
rentals may be properly diverted to pay- 
ment of taxes, upkeep and the senior 
debt. 

Any relief proposals, in order to be 
fair and equitable, must give considera- 
tion to the interests of both the mort- 
gagor and the mortgagee. The fact must 
not be lost sight of that the mortgagee 
has conducted his own business and 
made his own commitments on the basis 
of the integrity of his mortgage invest- 
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ments, in many instances relying on this 
source of income for his own livelihood. 
To disregard his own rights and inter- 
ests would be unfair and inequitable. 
In any consideration of mortgage prob- 
lems it should be kept in mind that the 
creditor interests represent thousands of 
individuals including many retired and 
active farmers and others whose mort- 
gage holdings represent their entire sav- 
ings as well as millions of small deposi: 
tors, investors and policyholders in in- 
stitutions which invest in mortgage loans. 
Certainly the welfare of these people 
merits careful attention. No cure can 
come from transferring the burdens and 
hardships from one class of citizen to 
another. It is only by extending liberal- 
ity when and where it is deserved with 
the aim of making the best of a bad sit- 
uation that the interests of all parties 
will best be conserved. 

In determining the advisability of en- 
acting relief legislation for the mort- 
gagor the temporary advantages afforded 
thereby should be weighed against the 
possible long time effect on credit in the 
state. Credit is sensitive and elusive. 
Investable funds will seek those localities 
and those enterprises giving promise of 
the maximum security combined with 
the best yield. If the attractiveness of 
the investment field is diminished either 
by a depreciation of the security or a 
diminution in the field, funds formerly 
available will be diverted to other locali- 
ties and other enterprises. The immu- 
table law of diminishing returns will 
operate and its operation will be more 
forceful the greater the impairment in 
the attractiveness of the investments. 
Thus, from the point of view of future 
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credit, measures applicable only to con- 
tracts hereafter executed are almost but 
not quite as serious as those affecting 
both existing and future contracts, 


Relief legislation for the mortgagor may 
be classified in three different types, the 
essential features of each being: 

1. Scaling down the obligation. 


2. Moratoria (including extension of 
redemption periods). 

3. Change of deficiency judgment 
rights. 

These forms appear in legislative pro- 
posals used either singly or in combina: 
tion with each other. They may relate 
to purchase money or other mortgages, 
or both, and they may affect only mort: 
gages executed in the future, or they 
may only apply to existing mortgages, 
or both. In some instances they may be 
provided unconditionally and in others 
conditioned only upon certain perform: 
ances or abilities of the mortgagor, or 
even upon some economic condition such 
as the restoration of former price levels 
or the reviving of the pre-depression pur 
chasing power of the dollar. The modi 
fications may be made effective either 
for temporary or indefinite periods. 

Of the three types of relief the first 
is undoubtedly the most unwise. It is 
so manifestly unfair to the mortgagee 
that it cannot receive serious considera’ 
tion. Nevertheless, proposals have been 
made to adjust the outstanding debt in 
proportion to the drop in price levels, of 
to measure both the indebtedness and in- 
terest thereon in terms of price indices 
of farm products, increasing the obliga 
tion when they go up and decreasing 
it as they go down. The adoption of 
any such measures would be most serious 
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and unfair because it would favor a 
minority and be disastrous to many. 

There are many varieties of moratoria. 
One would stay for a specified period 
foreclosure actions hereafter instituted 
or now pending. Others would postpone 
the effective date of sale orders follow- 
ing foreclosure judgments. Still others 
would create new or extend existing 
redemption periods, whether they come 
before or after the sale of the property. 
All of these would impose a hardship on 
the mortgagee by delaying the effective- 
ness of the legal remedies open to him. 
In a real sense this is just as much a 
deprivation of value as scaling the obliga- 
tion, although less serious. 

In all these types of so-called relief 
proposals the same idea permeates— 
emergency relief for the mortgagor— 
frequently without consideration for the 
mortgagee’s interest or rights. Their 


effect on public credit would probably 
be much the same, depending on the 
severity of the proposal and the extent 
to which consideration is given to the 


mortgagee. Their general application if 
enacted into law would be unfair and 
inequitable to many whose savings are 
invested in mortgage loans. Thus they 
would work out to the disadvantage of 
the state and its citizens, both as bor- 
rowers and lenders. 

Recently the Appellate Court of 
Tennessee had occasion to review a stay 
order granted by the Chancery Court 
of Davidson County in connection with 
a foreclosure suit by Equitable Life As- 
surance Society vs. Leon Frank. The 
chancellor had by suitable orders post- 
poned the sale from time to time. In its 
decision setting aside the order of the 
lower court postponing the sale it was 
stated: “We are of the opinion that the 
petitioner has clear rights under its con- 
tract which are being infringed upon by 
the orders and decrees complained of; 
that we must apply the rule that the 
duty of the court is to interpret and en- 
force contractural obligations, and not 
to undertake to make any new or dif- 
ferent contracts for the parties ; 
it is necessary to refrain from impairing 
the obligation of contracts in order to 
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maintain security in business transactions 
and stability in business relations. The 
mortgagor is indeed in jeopardy of some 
sacrifice, but it is a contingency which 
any mortgagor must be deemed to have 
had in mind when he entered into the 
transaction.” In Lipscomb vs. New 
York Life Insurance Company, in New 
York, the higher court states: “However 
strongly our sympathies may be enlisted 
for the unfortunate victim of hard times, 
they cannot furnish a basis for equity 
jurisdiction and such courts cannot and 
ought not to be made the instruments of 
speculation in the future values of prop- 
erty, even for the benefit of the unm 
fortunate.” 


TREASURY REFUNDING 


N outstanding financial event of 
A month was the conversion of 
certain designated U. S. Liberty 

bonds and Treasury certificates into a 
new issue. The converted bonds bore 
interest at the rate of 41/, per cent. and 
the Treasury certificates 3 per cent. The 
new issue of bonds all bear a 31/4, per 
cent rate. Thus while there will be a 
large saving to the Treasury on the con- 
verted bonds, this will be slightly coun- 
terbalanced by an increase of interest on 
the converted Treasury notes. The new 
bonds are dated April 16, 1934, are due 
April 15, 1946, redeemable at the option 
of the United States at par and accrued 
interest on and after April 15, 1944; in- 
terest payable April 15 and October 15. 
This conversion operation progressed 
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rather slowly, due, it is believed, to the 
lack of understanding on the part of 
many holders of the old bonds of the ad- 
vantage to them which the conversion 


offered. 


SHAREHOLDERS ASK FOR 
DIVIDENDS 


ATHER a curious development has 
followed the recent publication 


of a list of corporation execu- 
tives receiving what shareholders de- 
prived of dividends regard as very com- 
fortable salaries. These shareholders 
are, in some cases, demanding to learn 
why some of the prosperity these salaries 
seem to indicate should not be passed 
along to them in the shape of dividends. 
Shareholders, particularly those in the 
minority, have long been regarded as 
more or less inarticulate, but some of 
them seem to be recovering their powers 
of speech. This fact is evidenced not 
only by the cry for dividends, but in 
several instances shareholders of banks 
are calling on officers and directors to 
make good losses caused by alleged mis- 
management. Should this development 
grow, it will end the complaisant at- 
titude commonly ascribed to minority 
shareholders, and will prove that the 
worm may turn. 


NEW CAPITAL ISSUES 


HERE has been much discussion as 
to the causes for the very small 


amount of capital issues of late, 
many ascribing the falling off to the 
Federal Securities Act, while others con- 
sider that business uncertainty, the lack 
of demand for the expansion of produc- 
tive facilities, and the unfavorable con- 
dition of municipal finance. While the 
compilation made by the Commercial 
and Financial Chronicle does show a con- 
siderable increase in total financing in 
March, the figures for the first three 
months of the year, when compared with 
like periods in recent years, indicate how 
serious the falling off has been. The 
total of corporate issues in the United 
States for the first three months of 1934 
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was $49,188,485, which compares with 
$107,489,778 for the first three months 
of 1933. In the first quarter of 193] 
the total was $1,070,160,723. 


GENERAL MOTORS STOCK- 
HOLDERS 


HE total number of General 

Motors common and _ preferred 

stockholders for the first quarter 
of 1934 was 351,949, compared with 
351,761 for the fourth quarter of 1933 
and with 372,284 for the first quarter 
of 1933, 

There were 333,524 holders of com 
mon stock and the balance of 18,425 
represents holders of preferred stock. 
These figures compare with 333,632 com- 
mon stockholders and 18,129 preferred 
for the fourth quarter of 1933. 


PENNSYLVANIA RAILROAD 
COMPANY 


URTHER strides in increased efh- 
Pees of operation constitute a high 

point in the 87th annual report of 
the Pennsylvania Railroad Company, 
covering the year 1933. 

Owing to the continued low level of 
commerce and industry during the year, 
the railway operating revenues of the 
company declined $6,677,644, but $15, 
243,256, or nearly two and one-half 
times as much, was saved in railway op- 
erating expenses. Taxes were reduced 
three and three-quarter million dollars, 
and hire of equipment nearly one mil 
lion dollars. 

These gains were partly offset by a 
reduction of a little more than $6,200, 
000 in income from dividends on stocks 
owned, but after balancing all items of 
non-operating income against fixed 
charges and other deductions, there re’ 
mained a net income for the year of 
$19,281,169, an increase over 1932 of 
$5,707,633. 

The net income represented 2.93 per 
cent. on the capital stock, as compared 
with 2.06 per cent. earned in the previ 
ous year. 

Out of the net income, $4,812,971 
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was applied to sinking and other reserve 
funds, and a dividend of 1 per cent. 
amounting to $6,583,848, was paid to 
the stockholders on March 15 of the 
present year. There was also deducted 
$420,137 for deficits and advances to 
certain leased and afhliated lines. The 
remainder, $7,464,212, was added to 
profit and loss. | 

For the entire Pennsylvania Railroad 
System the 1933 operating ratio, which 
is the percentage of operating revenues 
required to pay operating expenses, was 
brought down to 69.6 per cent. This 
was the lowest operating ratio since 
1906, when all unit costs of operation, 
from material prices to wage scales, were 
on a much lower level. It compares 
with 87.6 per cent. in 1921, the first 
full year of corporate operation follow- 
ing the period of war-time Federal 
control. 

General W. W. Atterbury, president 
of the company, in his general remarks 
directs attention to the great extent of 
the decline in business during the four 
years of the depression. As compared 
with 1929 the total operating revenues 
of 1933, amounting to $324,715,814, 
registered a decrease of $368,422,917, or 
53.2 per cent. In the same period, how- 
ever, operating expenses were reduced 
54.7 per cent. 

As compared with 1932 every major 
item of operating revenue declined ex- 
cept freight, which increased $3,620,391, 
reflecting the upward trend of produc- 
tion during part of the year. Passenger 
earnings decreased $6,808,679. 

Of the saving of more than $15,000,- 
000 in operating expenses, nearly two- 
thirds was in transportation expendi- 
tures, which reflect the direct cost of 
haulage. Traffic and general expenses 
decreased more than $2,600,000. Main- 
tenance expenditures were only slightly 
reduced, and the general remarks em- 
phasize the fact that every effort has 
been made to maintain the property in 
satisfactory condition. 

The balance sheet shows the complete 
repayment, during 1933, of the $27,- 
500,000 Reconstruction Finance Cor- 
poration loan of 1932. This obligation 
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was met out of the company’s cash and 
the sale of United States Government 
bonds held as temporary investments. 
Cash at the end of the year,. however, 
aggregated $19,167,337, and the total 
current assets were $85,874,310, as com- 
pared with current liabilities of $48,- 
449,621. 

The dividend paid March 15, 1934, 
and charged to the 1933 net income, was 
the 200th in the Pennsylvania Railroad's 
history and continued unbroken the 
record of a return to the stockholders in 
every years since 1847. The total of 
all dividends paid now amounts to $1,- 
044,413,934. 


GENERAL MOTORS CORBORA- 
TION REPORT 


N the annual statement mailed to 
if stockholders April 2, Alfred P. 

Sloan, Jr., president of General 
Motors Corporation, reported results of 
1933 operations of the corporation as 
follows: 

“Net earnings from operations for the 
year 1933 were $83,213,676, equal to 
9.1 times the dividends on preferred 
capital stock for the year. This com- 
pares with earnings of $164,979 from 
operations for the year 1932. The net 
earnings of $83,213,676 for the year 
1933 are after a provision of $5,000,000 
for possible losses on cash balances in 
closed banks and include a non-operating 
profit of $562,576, due to the revalua- 
tion of securities held by the General 
Exchange Insurance Corporation to cur- 
rent market values. The 1933 earnings 
also include a profit of $4,152,186 on 
employes’ investment fund stock which 
reverted to General Motors Corporation 
on account of withdrawals in 1932 and 
1933 from the 1931 and 1932 invest- 
ment fund classes. The net earnings of 
$164,979 for 1932 were after deducting 
a non-operating loss totaling $1,802,565, 
of which $711,585 was due to a re- 
valuation of securities held by the Gen- 
eran Exchange Insurance Corporation to 
then current market values, and $1,090,- 
980 was due to a provision for foreign 
exchange losses. 
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“Regular dividends were paid on the 
preferred stock during the year, requir- 
ing $9,178,845. After deducting this 
amount from the net earnings of $83,- 
213,676, there was available for the com- 
mon stock outstanding $74,034,831, 
equivalent to $1.72 per share. In 1932, 
after deducting corresponding dividends 
on the preferred stock, there resulted a 
net loss of $9,041,408, equivalent to 
$0.21 per share on the common stock 
outstanding. Dividends of $1.25 per 
share were paid on the common stock 
during the year 1933, consisting of four 
regular quarterly payments of $0.25 per 
share and an extra dividend of $0.25 
per share paid on December 12, 1933. 
Dividends on the common stock in 1932 
amounted to $1.25 per share. 

“Net working capital as of December 
31, 1933, was $243,832,896, as com- 
pared with $225,437,194 as of Decem- 
ber 31, 1932. 

“Cash, United States Government and 
other marketable securities as of Decem- 
ber 31, 1933, amounted to $177,303,- 
966. This compares with $172,780,695 
at the close of the previous year and 
with $205,029,119 as of December 31, 
1931. 
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“The total amount of depreciation 
charged against earnings in the year was 
$30,149,825, or a decrease of $7,023,822 
from the corresponding charges of $37, 
173,647 for 1932. This decrease of $7, 
023,822 in depreciation charges is ac 
counted for principally by the adjust 
ment at December 31, 1932, of the real 
estate, plant and equipment account to 
reflect the write-down from $115,491, 
946 to $22,779,411 of certain surplus 
and idle real estate, plant and equipment 
items, as explained in the 1932 annual 
report. Since such items have been re- 
duced to their salvage value they are no 
longer depreciated. It was stated, a year 
ago, that the reduction in the annual 
provision for depreciation, as a result of 
this adjustment, should amount to about 
$7,000,000, which, it will be noted, was 
closely approximated by the actual re- 
duction in 1933. 

“Net sales, excluding intercompany 
and interdivisional transactions amount: 
ed to $569,010,542, as against $432,311, 
868 for the year 1932—a gain of 31.6 
per cent. Total sales to dealers, includ 
ing Canadian sales and overseas ship- 
ments, measured in units, were 869,035, 
as against 562,970 for the year 1932— 
a gain of 54.4 per cent.” 


THRIFT AGAIN COMING INTO FASHION 


Out of the turmoil that marks the unprecedented activity of the 
Government in connection with the banking systems of the country, 
one clear fact emerges, namely, that thrift as a personal philosophy 
and as a code of action 1s headed for a revival—The Thrift 
Almanack. 





FINANCIAL SITUATION ABROAD 


A MONTHLY SURVEY OF CURRENT FINANCIAL, ECONOMIC AND 
POLITICAL EVENTS IN OTHER LANDS 


Sweden’s Experience with Managed Currency 


The following article, released from the office of the secretary-treasurer of the Econo- 
mists’ National Committee on Monetary Policy, New York, deals with a subject of 


much interest. 
sented in a previous issue.—EDITOR. 


HE managed paper currency advo- 
[se of this country, those who 

believe that we should increase our 
currency until the price level reaches the 
1926 level ‘‘and then peg the price level 
at that point,” and those who insist that it 
is both undesirable and unnecessary to re- 
turn to the gold standard have pointed 
repeatedly to the Swedish “managed” 
currency program as a case affording 
adequate and conclusive proof of the 
validity of their major contentions. 

Many monetary students, who had in- 
vestigated with some care the nature and 
operation of the Swedish monetary pro- 
gram, soon arrived at the conclusion that 
the Swedish situation did not provide 
support for the chief contentions of the 
managed paper currency advocates but, 
on the contrary, demonstrated rather 
conclusively the widely recognized un- 
soundness of their contentions. But de- 
spite the fact that these scholars have 
pointed out these facts with increasing 
frequency and emphasis, the controlled 
inflationists, reflationists and managed 
paper advocates have continued to insist, 
as though oblivious to evidence to the 
contrary, that the Swedish program pro- 
vides conclusive evidence of the sound- 
ness of their contentions. 

Because of the wide interest in this 
controversy, and also because the public 
should be advised of the ascertained 
facts regarding the Swedish monetary 
program, the president and. secretary- 
treasurer of the Economists’ National 
Committee on Monetary Policy thought 
it desirable to call to the attention of as 
many interested persons as possible the 
fact that a study of the Swedish experi- 
ence with managed currency has been 
completed and shows that the reflation- 


The viewpoint of a distinguished Swedish economist has been pre- 


ists, controlled inflationists and man- 
aged paper advocates cannot find in the 
Swedish situation adequate support for 
their chief contentions that managed 
money can lift a country out of a de- 
pression. This study on “Managed 
Money, the Experience of Sweden,” by 
Erik T. H. Kjellstrom, is about to be re- 
leased by the Columbia University 
Press. The book, which will sell for 
$1.75, carries a foreword by Professor 
H. Parker Willis. 

As a result of urgent solicitation by 
the president and secretary of this com- 
mittee, Mr. Kjellstrom, in co-operation 
with Professor B. H. Beckhart, con- 
sented, with the generous approval of 
the Columbia University Press, to give 
us an advance summary of the chief con- 
clusions of this. study in order that our 
committee might place them before the 
country at the earliest opportunity. The 
summary of Mr. Kjellstrom’s chief con- 
clusions is as follows: 

Sweden, in September, 1931, provided 
the world with its first known instance 
of a country renouncing one monetary 
standard and immediately following it 
with a new and independent standard. 
The chief purpose of. this new standard 
was the preservation of the internal pur- 
chasing power of the krona, especially 
the krona in the hands of the consumer 
as measured by a cross section of the 
entire community. The program, which 
is essentially an emergency measure hav- 
ing for its ultimate purpose the mitiga- 
tion of the economic depression, has three 
specific objectives: (1) the prevention of 
inflation of currency and credit; (2) 
preservation of the internal purchasing 
power of the krona in the hands of the 
consumers; and (3) a gradual rise in 
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wholesale prices, primarily domestic 
wholesale prices, as a means of stimulat- 
ing domestic production in the hope that 
thereby the country will be lifted out of 
the depression. 

The responsibility for carrying out 
these objectives is vested in the Bank of 
Sweden which acts independently of the 
government and was expected to have 
the full co-operation of all financial in- 
stitutions of the country. Such co- 
operation, however, has not been fully 
attained, and this is proving a weakness 
since it is not possible to attain the stated 
objectives or to bring a successful con- 
clusion such a managed currency pro- 
gram merely by central bank operation. 

The Bank of Sweden, consequently, 
has relied on the ordinary instruments 
of currency control at the disposal of 
the bank, namely, changes in the bank 
rate; transactions in the foreign exchange 
market; purchases and sales of gold both 
in Sweden and abroad, and also pur- 
chases of government bonds. These last 
transactions, however, have been in- 
tended as a means of improving the 
liquidity of the banking system.after the 
Kreuger crisis. 

The immediate guide for, as well as 
criterion of, the policies of the bank is 
various price indexes including the con- 
sumption price index of the Bank of 
Sweden, the general development of pro- 
duction and trade, and statistics of un- 
employment. 

For the foreign exchange transactions, 
the pound sterling has been used as an 
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external guide, and although the trans- 
actions in the foreign exchange market 
have had, and still have, as their objec 
tive the protection of the Swedish price 
structure, the Bank of Sweden has con- 
stantly been compelled to adjust its pur- 
chases and sales of foreign exchange to 
unforeseen circumstances, such as specu- 
lation and unfavorable developments in 
foreign money centers, notably the de- 
cline in the dollar during the banking 
holiday in the United States. 

Thus far the following results have 
been obtained: (1) The danger of in- 
flation was averted; (2) the process of 
deflation has been halted; (3) the in- 
ternal purchasing power of the krona 
has been preserved tolerably well as 
measured by the index of the Bank of 
Sweden; (4) the desired gradual rise in 
the wholesale price level has not taken 
place; (5) production has not been main- 
_tained—partly due to strikes; (6) un 
employment has increased; and (7) the 
“managed money” program has not 
been sufficiently effective to lift the coun- 
try out of the grip of the depression. 

Mr. Kjellstrom makes the following 
additional observations: (a) It has 
proved impossible to pump additional 
credits into the domestic market; a grad- 
ual lowering of the rediscount rate has 
not been a sufficient inducement to bor- 
rowers to make this possible. 

(b) Quite contrary to the program 
of the United States, there has been no 
wilfull depreciation by Sweden of the 
external value of her currency in order 
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to increase her exports. Gold has been 
purchased and sold with the end in view 
of minimizing the risk inherent in the 
Bank of Sweden’s foreign exchange 
portfolio, and not as a direct means of 
raising domestic prices. 

(c) The derangement of the Swedish 
price structure has been smoothed out 
by factors not directly influenced by the 
monetary program of the Bank of 
Sweden. 

(d) Non-monetary forces have served 


both to obstruct and to aid the policies 
of the Bank of Sweden. 

(e) The government has insisted upon 
maintaining its credit standard unim- 
paired, and also the liquidity of the com- 
mercial banks and the banking system 
as a whole. No attempts have been 
made to lower the standard of loans. 

(f) There is at present a widespread 
desire to return to some truly interna- 
tional monetary standard, preferably the 
“old” gold standard. 


The Past Month in Review 


ITHIN the past month there 

have been no striking events in 

other lands, and with the ex- 
ception of France, where the situation is 
still somewhat uncertain, conditions are 
in a fairly satisfactory state. Heroic 
efforts are being made by the French 
government to reduce expenditures, but 
these efforts are meeting with a consid- 
erable degree of resistance. Satisfaction 
with the Doumergue coalition govern- 
ment is far from complete, and there 


have been in recent weeks decided 
rumblings of discontent. The British 
Isles continue in their march to better 
conditions, trade showing a marked in- 
crease while unemployment is much less 
than for a long time past. Germany is 
experiencing some difficulties on account 
of resentment in other countries because 
of the Hitler policies, and there have 
been growing indications of late that a 
partial moratorium will be invoked with 
respect to certain foreign payments. 
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Disturbances in Austria, which a few 
weeks since were exercising a feeling of 
apprehension, have quieted down for the 
time being at least. In the other coun- 
tries there is nothing of exceptional in- 
terest to record, and all seem to be mak- 
ing a slow progress toward recovery. 


Recovery in Argentina 

Perhaps, on this side of-the Atlantic, 
this recovery is taking place in Argen- 
tina to a more marked extent than else- 
where, although the United States of 
America is keeping pace with its Latin- 
American neighbor in this respect. 
France and England, which have been 
at some disagreement in regard to limited 
disarmament, now seem to be nearer an 
accord. 

ARGENTINA 


From a cablegram received by the 
First National Bank of Boston from its 
branch in Buenos Aires, under date of 
March 26, the following information is 
obtained: 

The favorable trade balance for Feb- 
ruary was $54,007,609 and for the first 
two months of this year $123,922,539. 
The combined bank statement shows de- 
posits down $18,000,000, loans up $19,- 
000,000, cash down $24,000,000, and 
the cash reserve 22.9 per cent. 


February, 1934 


13,000,000 
2,069,000,000 


Liabilities failures 
Bank clearings 


February, 1933 
22,030,000 
1,575,363,000 


Liabilities failures 
Bank clearings 
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The most recent report of the con- 
version office shows: 


Gold reserve 

Commercial rediscounts. . 
Patriotic bonds 

Currency in circulation. . 


$561,006,035.34 
250,235,416.15 
153,412,930.00 
1,257,672,639.93 


Present exchange value of paper peso 
about $0.2514 (par—$0.421/). 


GREAT BRITAIN 


Trade Balance Less Unfavorable 


Commenting on the foreign trade of 
the United Kingdom, the Monthly Let- 
ter of Barclay’s Bank, Limited, says: 

“The publication of the official esti- 
mates of the net balance of all transac- 
tions of a revenue character between the 
United Kingdom and other countries 
during 1933 confirms the expectation 
that there would be a considerable im- 
provement in the position of this coun- 
try in comparison with the preceding 
year. The net result of the calculations 
was an unfavorable balance of £4,000, 
000, against a revised debit balance in 
1932 of £56,000,000; in 1931 the excess 
of payments totalled £104,000,000. The 
improvement compared with 1931 is en 
tirely acounted for by a reduction in 
imports of merchandise of £185,400,000, 
due mainly to the changes which have 
taken place in British fiscal policy, but 
in comparison with 1932, while a fall- 
ing off in imports was partly responsible 
for the decline in the adverse balance, 
of equal importance was the much 
smaller payment to the United States 
in respect of war debts. In 1933 token 
payments on this debt amounted to only 
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£3,300,000, 
twelve months 
£29,000,000.” 


eding 
was nearly 


whereas in the prec 
the total 


Improvements in the Shipping Trade 


Conditions in the shipping trade, 
shipbuilding and in secondary industries 
are in general somewhat better than 
last year in the Liverpool district. Local 
manufacturers supplying the domestic 
market report some betterment over 
January and also over January-Febru- 
ary, 1932. Increased bankers’ clearings 
in Liverpool also indicate a general im- 
provement in business. Trade in the 
Edinburgh consular district is stated to 
be generally on the up-grade, although 
a temporary cessation of whiskey ship- 
ments to the United States was reported 
to be causing a slump in employment 
among distillers and blenders. Addi- 
tional shipbuilding on the Clyde is mak- 
ing for optimism and reports that work 
may be restarted in textile factories are 
giving encouragement. 


Further Improvement in Trade 


The Westminster Bank Review for 
March says: 

“Shipping statistics last month re- 
flected the somewhat freer movement of 
goods. Ships entered with cargoes had 
a net tonnage of 4,251,531, as against 
4,034,483 last year, whilst clearances 
were 4,142,113 tons, compared with 
4,088,373 tons. 

“In the first two months of this year, 
imports amounted to £121,959,782 and 
total exports to £70,952,411, showing in- 
creases over last year’s totals of £19,- 
073,890 and £5,182,486, respectively, 
whilst if comparison is made with the 
corresponding pre-tariff period of 1932, 
decreases are apparent of £10,362,513 
and £873,607. The most significant 
changes on the import side, in compari- 
son with the 1933 figures, are increases 
in meat, raw wool and cotton, and wood 
and timber. More than a half of the 
whole rise occurred in raw materials. 
Among exports, increases took place in 
spirits, raw wool, woolen and worsted 
yarns and manufactures, vehicles and 
machinery, whilst exports of cotton 
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Berlitz Way—a Method scientifically 
designed to give you easy, fluent 
speech and authentic native accent in 
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yarns and manufactures were consider- 
ably smaller.” 
FRANCE 


Interest attaches to the terms of the 
new loan granted to France by a Dutch 
banking syndicate, since the contract 
calls for the payment of the 100,000,000 
florin loan in gold, and in a manner con- 
sidered to be especially binding. The 
contract provides a restriction or sus- 
pension of the gold standard by either 
France or Holland, and obliges the 
French treasury to repay the loan either 
in florins at par or francs or in gold at 
present legal content of the florin, at 
option of the creditors, or to deliver the 
gold at a place or places inside or out- 
side Holland to be designated by the 
creditors, in case Holland forbids the 
delivery of gold in Amsterdam; and, 
should the gold be unobtainable in this 
way, to deliver florins or any other cur- 
rency which the creditors may specify 
in sufficient quantity to enable them to 
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buy on the free market the gold to which 
they are entitled. 

Although completed returns from sev- 
eral of the leading banks for last year 
show considerable reductions in their 
main accounts, the liquid position of 
these institutions remains very strong. 


GERMANY 


According to the Berlin correspondent 
of The Statist (London), Herr Schmitt, 
Minister of Economic Affairs, has 
pointed out that the object of the new 
law dealing with the organization of 
trade and industry is not to force the 
result of any theories on economic life 
but to influence its development accord- 
ing to National-Socialist ideas, i. e., the 
priority of common interests over pri- 
vate interests and the principle of lead- 
ership instead of majority resolutions. 
The practical outcome consists in the 
formation of twelve groups (seven in- 
dustrial, one each of trade, commerce, 
banking, insurance and transport) each 
headed by an appointed leader and the 
whole organization by a supreme leader 
and his deputy. Courts will be estab- 
lished in every group and advisory 
bodies may be formed according to the 
discretion of the leader. Membership 
is compulsory and all other associations 
have to cease. The only local and terri- 
torial organizations remaining in exist- 
ence will be the chambers of commerce 
and trade. 

On March 2 a law was passed by the 
Cabinet Council making more difficult 
the payment of higher dividends by lim- 
ited companies. This law provides that 
every company which pays a higher divi- 
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dend than it did last year and whose 
capital has not been reduced of late has 
to form a fund, invested in securities, 
amounting to the difference between last 
years dividends and this year’s (divi- 
dends of less than 6 per cent. not being 
taken into account). This fund has to 
consist of loans of the Reich, or other 
German public loans and must not be 
disposed of until March 31, 1936, ex- 
cept in cases of insolvency. The inten- 
tion of the law is apparently to use the 
profits of prosperous companies which 
draw advantages from the general im- 
provement of conditions, in order to 
strengthen public credit. This announce- 
ment has been followed by a sharp drop 
in industrial shares on the Berlin Stock 
Exchange and by a firm tendency among 
public loans. 


HOLLAND 


Reports are to the effect that 30 per 
cent. of this country’s labor is unem- 
ployed. Public expenditures last year 
for the purpose of unemployment relief 
amounted to 140,000,000 guilders. Vari- 
ous measures have been adopted to re- 
lieve unemployment, such as restriction 
on foreign labor and the substitution of 
male for female employes and the insti- 
tution of a comprehensive public works 
program. The foreign trade of the 
country thus far in 1934 shows a falling 
off from the same date last year. 


JAPAN 
Practically all important bills of an 


economic nature have passed the Diet. 
They include the foreign trade control 
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and more of experience and familiarity with local business conditions have placed our organization in an 
exceptionally favorable position to undertake commercial banking, fiduciary and trustee business of every 


description in a country which, 


like the Philippines, is developing rapidly and offers considerable oppor- 


tunities to the foreign importer, merchant and investor. 


We solicit the agency and collection business of foreign Banks. 


bill; measures for the control of the raw 
silk industry; control of cocoon produc- 
tion; prevention of unlawful competi- 
tion; oil control; the gold purchase bill; 
and three bills. Exports from 
Japan proper gained 11 per cent. in 
March over February and imports were 
15 per cent. higher. Exports for the 
first quarter of 1934 totaled 460,848,- 
000 yen, against 371,245,000 yen in the 
corresponding period of 1933, while im- 
ports during the first three ‘months of 
this year registered 523,671,000 yen, 
compared with 541,443,000 yen in the 
same period of 1933. The unfavorable 
trade balance for the first quarter of this 
year totaled only 62,823,000 yen, com- 
pared with 170,308,000 yen in the first 
quarter of last year. 
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POLAND 


The decrease in the prices of gold 
coin, which are now at par, have re- 
sulted in the liquidation of hoarded 
gold in Poland in recent months, and this 
change. is reflected in the latest state- 
ments of the Bank of Poland, which 
show an increase of the gold reserve of 
the bank over and above any increase 
which could be expected under normal 
conditions. 

At the end of January the gold re- 
serves of the bank stood at 478,000,000 
zlotys, an increase of 2,000,000 zlotys 
over the total at the end of December. 
In the first ten days of January a further 
increase of 843,000 zlotys was shown, 
while the returns for the period from 


Inquiries and correspondence invited. 


January 20 to 31 reveal an increase of 
700,000 zlotys, the total reserve being 
477,500,000. There was also during this 
decade a decrease in foreign currencies 
and bills by 5,300,000 to 81,800,000 
and the bank repaid to French banks 
half of the credit of 30,000,000 French 
francs taken in the autumn of 1933 for 
the financing of loans against registered 
security on crops. 

The bank’s statement for the third 
decade of January shows bills discounted 
644,400,000 zlotys (an increase of 9,- 
100,000); collateral loans 57,500,000 (a 
decrease of 300,000); and treasury bills 
discounted 47,000,000 (a decrease of 
300,000). The note circulation was 
947,100,000 (an increase of 22,900,- 
000); gold coverage of note circulation 
and sight liabilities 43.60 per cent. (as 
against 43.79 per cent. in the previous 
ten-day period). This coverage is 13.60 
points over the minimum required by 
the statutes. 

It is estimated that as a result of 
measures designed by the government, 
work is now being provided for some 
200,000 persons heretofore unemployed. 

An agreement removing many of the 
trade restrictions on commerce between 
Poland and Germany was signed in 
Warsaw on March 7 by Foreign Min- 
ister Beck of Poland and Herr von 
Moltke, the German envoy. The agree- 
ment is not a commercial treaty, but a 
protocol removing certain prohibitions 
imposed by both countries since 1925. 
Under its provisions Germany will no 
longer place their maximum tariffs on 
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Polish goods, and Poland will remove 
her prohibitive tariffs and embargoes on 
German goods, Polish oil products, lum- 
ber and steel will be readmitted to the 
German market, and Germany will can- 
cel her transit restrictions on Polish live- 
stock consigned to France and Belgium, 
so that it will no longer be necessary 
to ship these by way of Switzerland. 
Poland will cancel her embargo on im- 
ports and goods in transit coming by 
way of German ports. 


ITALY 


It is the declared intention of Finance 
Minister Jung to keep the lira on the 
gold basis as established in December, 
1927. Although there has been of late 
a heavy decline in the foreign bills and 
balances abroad, this has been counter- 
balanced by the decline in the note cir- 
culation, so that the gold note cover and 
that for sight liabilities of the Bank of 
Italy still remains well above 50 per 
cent. 

With the success of the recent con- 
version operations, resulting in an 
annual saving of some 915,000,000 lire, 
it is regarded that an important step has 
been taken toward balancing the budget. 

The trade deficit—excess of imports 
over exports—stood at 1,443,000,000 
lire at the end of 1933, compared with 
1,455,600,000 lire at the end of 1932. 

The commercial treaty with Yugo- 
slavia has been ratified by that govern- 
ment and will facilitate the important 
trade relation between the two countries. 
A new treaty with Holland has also been 
signed. 


CHINA 


The Ministry of Railways has an- 
nounced that China’s railway obliga- 
tions, principal and interest, at the end 
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of 1933 totaled the sum of 729,000,000 
yuan. The obligations are made up of 
the amount of funded debt in arrears 
453,000,000 yuan; short term loans 
167,000,000; and due and in arrears for 
materials supplied 107,000,000. The 
Ministry states that during the year past 
it had found means to reduce its indebt- 
edness and would continue its efforts to 
fully liquidate all arrears. The central 
government mint at Shanghai is now 
turning out 400,000 standard Chinese 
dollars per day. 

China’s foreign capital obligations 
outstanding on January 1, 1934, con 
verted into Chinese currency totaled 
1,455,000,000 yuan. Added to this are 
international loans to the extent of 825,- 
000,000 yuan, or a tota! indebtedness 
of 2,280,000,000 yuan. This works out 
at a per capita indebtedness of 5.5 yuan. 
Chinese figures include railway loan ob- 
ligations, which in most other countries 
are not counted in per capita indebted- 
ness. 

UNION OF SOUTH AFRICA 

The business tone is generally good, 
with the enhanced value of gold in terms 
of South African currency a strongly 
buoyant factor. Currency developments 
in the United States are interpreted in 
South Africa as permanently beneficial 
to gold-producing countries. Shares of 
the big gold-producing firms strength 
ened as the price of gold increased, while 
spectacular rises have taken place in the 
market for shares of some of the mining 
companies still in the prospecting stage. 
The declared value of gold produced 
during 1933 was £67,604,000 compared 
with £49,076,000, at pre-currency de- 
preciation value, for 1932. The mining 
group profits rose to £30,017,000 for 
1933 as against £14,629,000 in 1932. 
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Agency in New York. This office, and the 
Bank’s offices later established at Chicago and 
San Francisco—coupled with its nation-wide 
system of branches in Canada— provide Ameri- 
can banks and financial houses having dealings 
in the Dominion with a service unexcelled in 
scope —a service backed by organization, re- 
sources and reputation. 


BANK OF MONTREAL 


Established 1817 


Total Assets in Excess of $750,000,000 


HEAD OFFICE: MONTREAL 


New York Agency: 64 Wall St. Chicago Office: 27 South La Salle S:. 
San Francisco Office: 333 California St. 


Current Conditions in Canada 


HE improvement in business in the 
Dominion of Canada, which set 
in early in the year, is being well 
maintained. The most recent reports 
indicating that the physical volume of 
business, at the middle of last month, 
was that of a gain of some 28 per cent. 
for the first two months of the year. In 
the first quarter of the present year em- 
ployment increased by 17 per cent., com- 
pared with the same period in 1933. 
But unemployment is still sufficiently 
great to occasion concern and it has been 
announced that the government would 
devote a fund of $50,000,000 to relieve 
the situation. It is expected by this 
means to find employment for from 
200,000 to 300,000 workers. 

The Canadian Bank of Commerce 
Monthly Letter has the following to 
say regarding the situation: 

“A slight decline which occurred in 
the activity of some of Canada’s basic 
industries, due in the main to weather 


and labor conditions, has been succeeded 
by another revival and the outlook for 
the immediate future is hopeful.” 


GENERAL CONDITIONS 


From the same source is obtained the 
following summary of conditions in 
general: 


Complete reports from numerous sources, 
some of which were obtained specially to 
test the soundness of the great industrial 
advance early in the year, partly confirm our 
fears expressed a month ago that the upturn 


' might have been based upon too optimistic 


hopes. We must add, first, a qualifying note 
to the effect that apart from the fact that 
February export trade declined at a greater 
than seasonal rate, severe weather conditions 
and incipient labor troubles hindered busi- 
ness; and, secondly, that the immediate out- 
look for industry is the brightest since the 
beginning of the depression. 

The production of steel, newsprint and 
lumber, three commodities which bulk large 
in national industry, declined in February 
and early March, although in each instance 
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the record was much better than in the cor- 
responding months of 1933, the output of 
steel being five times greater, and that of 
newsprint nearly 40 per cent. higher, while 
the lumber cut in British Columbia was about 
treble that of February, 1933. There were, 
of course, offsetting influences in the gen- 
eral retrogressive movement oi February this 
year. Thus, automobile production rose 
about 25 per cent. over that of the preceding 
month, with manufacture for the domestic 
market overshadowing that for export for 
the first month since September, 1933. More- 
over, the many industries allied with the 
automobile industry, as well as the textile 
and leather manufacturing trades, surged 
forward. The progress made in these in- 
dustries, combined with preparations for an 
increased production in others and the re- 
absorption of idle men by the railways 
(caused not only by heavier freight traffic, 
but also by the difficulty in keeping the lines 
open during recurrent and severe storms) in- 
duced an increase in,employment. But such 
expansion was not sufficient to counterbal- 
ance the decline in the basic industries re- 
ferred to, as is shown by a decline in the 
turnover of money, measured by the ratio of 
bank debits to bank deposits. 

Short-term developments do not, however, 
reflect the true condition of the national 
economy, particularly when, as is now the 
case, there are stimulating forces in the 
background, and, as we have pointed out, 
there are exceptional weather and labor con- 
ditions to contend with. We should, there- 
fore, present the industrial record from the 
first of the year, together with data result- 
ing from our inquiries as to the present trend 
and the probabilities for the next few months. 
Steel production in the first two months of 
this year was about 50 per cent. of capacity, 
and 123 per cent. higher than in the cor- 
responding months of last year, admittedly 
not the most suitable for the purposes of 
comparison, for they marked the nadir of 
the depression. Activity in this industry 
invariably rises in the spring season, but we 
have definite information to the effect that 
new orders were received in March; an in- 
crease in production is therefore assured. 

The newsprint and lumber mills are now 
entering their busiest season of the year, but 
again there is direct evidence before us of an 
acceleration which should continue until the 
early part of the summer, although the depth 
of snow in the woods of one eastern district 
has so interfered with logging that sawmill 
operations will be about 25 per cent. below 
the plans made a few months ago. The 
latest reports mention also that export orders, 
which have been the major impetus, are still 
being received in good volume in British 
Columbia and that overseas shipments from 
the Atlantic Coast are frequently made from 
newly-sawn lumber, this procedure indicat- 
ing an active market. 
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Taking preliminary advices for March 
into account, the output of automobiles for 
the quarter was fully one-third larger than in 
the first three months of last year and the 
demand is now of such proportions as to 
require even higher production schedules for 
the next few months. 

Construction contracts awarded during the 
first quarter had a value about 100 per cent. 
greater than in the like period of 1933 (this 
increase was mainly in engineering contracts 
for public works) and, while inclement 
weather has delayed work on many projects, 
there is that much more ahead. 

The textile trades are now more busily 
engaged than in former months, some mills 
having found it necessary to run night shifts 
and others having sold their production 
months in advance. The increase in pro- 
duction of certain capital goods, such as 
farm implements and industrial machinery, 
to which we drew attention two months ago 
as a new development in the revival of 
business, has broadened somewhat, although 
operations in this field are still far below the 
normal level and remain the lowest in the 
industrial structure. 

While export trade in February may be 
regarded as disappointing when compared 
with that in January, it was $10,000,000 
higher than in February, 1933. Strictly ag- 
ricultural products, except fruits and meats, 
again made a poor showing in this account, 
but all other major classes of exports were 
larger. Imports increased over January, and 
considerably over February of last year. 
Comparing the first two months of 1934 with 
those of 1933 there was a gain of 45 per 
cent. in exports and of 38 per cent. in im- 
ports. Notwithstanding this advance in im- 
port trade the favorable balance was nearly 
80 per cent. above the margin between ex- 
ports and imports last year. The direction 
of exports has changed recently, other British 
Empire countries accounting for less propor- 
tionately of the total, and non-Empire mar- 
kets more than formerly. 

Wheat exports in March were of about 
the same volume as in February, 14,000,000 
bushels. In both months therefore the aver- 
ege weekly shipments of about 3,500,000 
bushels were below those which Canada 
might make under the International Wheat 
Conference Agreement. 


An interesting feature of the April 
Monthly Letter of the Canadian Bank 


of Commerce is that devoted to the 
development of water power in Canada. 
Second only to the United States in this 
respect, and surpassing Italy, Japan, 
Switzerland and Germany, Canada eas’ 
ily ranks first among these major coun 
tries in both installation and generation 
of hydro-electric power per capita. 





CURRENT CONDITIONS IN CANADA 


FOREIGN TRADE 


The publication issued each month 
by the Royal Bank of Canada contains 
a review of the country’s foreign trade, 
in which it is said: 


After the prolonged downward trend in 
Canada’s international trade, it has been 
gratitying to witness the reversal of this 
trend during the past year. Exports have 
improved materially in spite of the continued 
decline in imports, and toward the end of 
the year imports also began to improve. Ex- 
ports in 1933 amounted to $531,000,000 as 
compared with $494,000,000 in 1932, and 
imports to $401,000,000 as compared with 
$453,000,000. This increase in exports is 
due to improved sales of a wide variety of 
commodities. It suggests that with recovery 
in world buying power demand for Canadian 
products is improving rapidly. 

Despite a fairly general impression that 
large amounts of foreign capital are essen- 
tial to the continued expansion and prosperity 
of the country, during the past eleven years 
Canada has not been a net borrower but, on 
the contrary, has reduced her net foreign 
debt by $650,000,000. Within the past 
twelve months there has been a net import 
of capital amounting to about $60,000,000, 
but this is only the third year during the 
period mentioned when the net balance was 
unfavorable. In 1933 there were heavy for- 
eign purchases of Canadian government 
bonds and mining stocks amounting to about 
$350,000,000, and foreign companies in- 
creased their direct investments in Canada 
by about $1,500,000. As against this the 
Dominion Bureau of Statistics estimates that 
during 1933 Canadians purchased from 
abroad about $250,000,000 of foreign securi- 
ties and of Canadian securities owned abroad, 
and that Canadian governments and corpora- 
tions retired $40,000,000 of bonds owned 
abroad. The net inflow of capital for the 
purchase of Canadian securities was an im- 
portant factor in the accumulation of the 


credits with which to meet international ob- 
ligations. 


BANK OF MONTREAL SUMMARY 


The Business Summary issued by 


Bank of Montreal and dated April 


summarizes the Canadian economic situ- 
ation as follows: 


Probably the most encouraging sign yet 
given of the improved condition of business 
generally is that here and there wage in- 
creases are being made. Wholesale prices 
were practically stationary in March, at a 
level 12 per cent. above those of a year ago. 
Retail sales in February, based on returns 
from 118 chain and departmental stores, 
showed an increase over the corresponding 
month of last year of over 7 per cent., of 
which it is estimated 4 per cent. represents an 
increase in prices and 3 per cent. an increase 
in volume. Motor car sales totaled $4,169,- 
906 in February, compared with $2,522,209 
in February, 1933. Business failures for the 
first quarter of the year were less than in the 
same period in 1933 by 44 per cent. The 
index of economic conditions in Canada in 
the week ended April 7 was 89.2 pei cent. 
of the index for 1926 and compares with 
68.5 per cent. in the corresponding week of 
last year, a rise of 30.2 per cent. 

Expansion in Canada’s foreign commerce 
in March was strikingly great, imports in- 
creasing $14,000,000 and exports nearly 
$20,000,000 over the preceding month and, 
in both branches of trade, the increase over 
March of last year was equally great. The 
total foreign trade of Canada in the twelve 
months to March 31 aggregated $1,019,459,- 
000 against $887,098,000 in the correspond- 
ing period a year ago, being an increase of 
$132,361,000, or about 15 per cent, 

The recovery of gold in Ontario in March 
had a value of $5,961,300 compared with 
$4,867,000 in the same month last year, and 
during the last three months the value of the 
output of gold in that province was $17,- 
038,000, a gain of nearly $4,000,000 over 
the preceding year. Construction contracts 
awarded in Canada in March totaled $7,- 
517,500 compared with $3,191,600 in March, 
1933. Building permits issued in 61 Ca- 
nadian cities in March represented an expen- 
diture of $1.089,500, an increase of $135,515 
over March, 1933. 

The statement of the chartered -banks at 
the close of February showed that note cir- 
culation rose $4,489,000 during the month, 
standing $4,566,000 in excess of the cor- 
responding period last year. Bank debits 
for March amounted to $2,488,000,000 as 
compared with $1,887,000,000 for March, 
P33; 





Are You Going to Get Your 


Share of Business in the Recovery? 


HETHER or not we have actually turned that long awaited ‘‘corner’’ 
it seems to be generally agreed that things are on the mend. Indus- 
trial production is increasing; more and more men are going back to work. 


How generously your bank will share in these better times depends upon 
how effectively you adapt your advertising and selling plans to new conditions, 


Now is a good time to consider the possibilities of your trust department 
as a source of profit to your bank and its stockholders. And here is a book 
which is the last word on trust development—tells you how to gauge the 
potential market for trust service in your community; tells how much it is 
worth while to spend getting it; and then goes thoroughly into the technique 
of advertising, merchandising and selling trust service. 


New Business for 
the Trust Department 


By THEODORE TEFFT WELDON 


THIS is the only book ever published which 
takes up the whole sales problem of the trust 
nl department and discusses every phase and facet 
New Business for of this highly professional function. It attacks 
the Trust Department the questions in their large sense as well as 
minutely and individually. It takes its theme 
from conditions as they are today, and is thor- 

oughly up to the minute. 


Many Illustrations 

Theodore Teffi Weldon 
The book contains dozens of graphs, charts, 
illustrations, tables, advertisements, mailing 
pieces, record forms; and teems from beginning 
to end with examples of successful practices and 
plans. It should be read repeatedly, referred to, 
and become a text book for all trust officers and 
their assistants when considering the growth of 
their departments. It is invaluable to the 
seasoned solicitor, and a veritable gold mine of 
: information to new salesmen. Advertising men 
analysis I have never seen will find it an inspiration in preparing copy. 
before. Directors and heads of banks will gain from it 
—DON KNOWLTON an authentic picture of the value of trust activity, 
and a gauge with which to measure the efficiency 
and soundness of the department's advertising 
and selling technique. Price $5. 


BANKERS PUBLISHING COMPANY, 465 Main St., Cambridge, Mass, 
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“| have always thought 
that Ted Weldon certainly 
knew his stuff, and his 
book proves it. I am espe- 
cially intrigued by chapter 
two. This is the type of 
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A MONTHLY REVIEW OF CURRENT ADVERTISING AND NEW 
BUSINESS EFFORT BY AMERICAN BANKS 


Edited by T. D. MacGrecor of MacGregor & Woodrow, New York 


Individuality— Keynote of New Day Bank 
Advertising 


By T. D. MAcGrReEcor 


EPOSIT insurance and the new 
D banking code have not abolished 
competition among banks, nor 
rendered the advertising of financial in- 
stitutions unnecessary. On the contrary, 
there is a growing need to educate the 
American people as to the new situation 
in banking, and there is a greater oppor- 
tunity than ever before for banks to 
impress their personality and individual- 
ity upon the public mind in their com- 
munities. 
“Whatever 


crushes individuality,” 


said John Stuart Mill, “is despotism, by 


whatever name it may be called.” It 
has been well said by another author 
that the greatness of an artist or a writer 
does not depend on what he has in com- 
mon with other artists and writers, but 
on what he has peculiar to himself, and 
also that individuality is everywhere to 
be spared and respected as the root of 
everything good. 

This certainly applies to banks and 
bankers in these times. From now on, 
the personality, the individuality, the 
distinctive qualifications of banking in- 
stitutions should be capitalzed in their 
advertising to create and maintain pres- 
tige, good will, and public confidence, 
and to increase business and profits. 

What constitutes personality in an in- 
dividual? It is made up of a combina- 
tion of how he looks, what he says, and 
what he has done and what he does. It 
is the same with a bank. The factors 
making up its personality include the 
appearance of its building and banking 
quarters; its advertising message and the 
general policy it promulgates; and its 
past history and present atmosphere and 
service. 


One of the most wonderful things 
about mankind is the fact that of the 
1,600,000,000 persons in the world, 
more or less, no two are exactly alike. 
Each has his own individuality, his dis- 
tinct personality—made up of the ag- 
gregation of qualities which distinguishes 
him from all others. 

In the same way, no two banking in- 
stitutions have identical characteristics. 
They differ in age, size, history, location, 
personnel, experience, equipment, quar- 
ters, facilities, quality and quantity of 
service, and manner of treating the pub- 
lic and their customers. 

Each bank has a personality that dif- 
ferentiates it from other banks. It has 
a personality that cannot be hidden, but 
that can be brought out and made to ex- 
press itself through the right kind of 
advertising. 

Therein lies the answer to the ques- 
tion, oft-repeated of late, “What is there 
for a bank to advertise, now that de- 
posit insurance patently makes one bank 
just as safe as another, and a new code 
is likely to bring about greater uniform- 
ity in banking services and charges?” 

In spite of those factors making for 
standardization, there is still going to 
be differentiation among banks and trust 
companies. They will still compete with 
each other for popular patronage. The 
necessity of featuring their own indi- 
viduality and pressing their own claims 
and distinctive qualifications to serve the 
public will provide banks at once with 
equally cogent reasons for advertising, 
and furnish material for that advertising 
in this new day just as much as form- 
erly, if not more. 

The oldest bank in any community 
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has a ready-made talking point of indi- 
viduality. For example, the New York 
State National Bank, of Albany, N. Y., 
is 131 years old, one of the oldest banks 
in the state and nation. It has individ- 
uality plus. Some years ago when it 
built a new building on State street, it 
moved the Colonial style front of its 
original brick building several hundred 
feet up the street and incorporated it in 
the facade of its new skyscraper struc- 
ture. That was quite an engineering 
feat which attracted a lot of attention 
at the time, and the novel architectural 
treatment of the building makes it a 
landmark in a city of landmarks. 

Celebrating its recent sesqui-centen- 
nial anniversary, the Bank of New York 
& Trust Company, the “Oldest Bank in 
New York,” published a full page ad- 
vertisement in the New York newspa- 
pers, in which it said: 


The founding of the Bank (in 1784) 
marked the renaissance of New York’s com- 
mercial activity, and helped to bring order 
out of financial chaos. The Bank made the 
first loan to the United States Government 
in September, 1791. It also gave New York 
its first orderly financial accommodations, and 
did much to establish sound banking practices 
and principles for all future American busi- 
ness. 


This bank has always maintained its 


identity and independence. It is a con- 
sistent advertiser, and in one of its re- 
cent advertisements said: “This institu- 
tion has given New York City a century 
and a half of sound banking. That tradi- 
tion will be continued.” 

The City Bank Farmers Trust Com- 
pany, New York, is “America’s Oldest 
Trust Company”; the Bank of Montreal 
is “The Oldest Bank in Canada”; the 
Philadelphia Saving Fund Society is 
“The Oldest Savings Bank in America”; 
and the Rhode Island Hospital Trust 
Company, of Providence, is “The Oldest 
Trust Company in New England.” All 
of these institutions in their advertising 
feature their age, and that is a very 
definite part of their individuality. It 
connotes much else in the way of de- 
pendability and the wisdom of experi- 
ence. 
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The matter of size is something that 
most banks are modest about mention- 
ing in their advertising, although it has 
a bearing on individuality. Apparently 
the bigger the bank, the less it wants to 
talk about its size. For instance, The 
Chase National Bank, of New York, 
carefully refrains from saying that it is 
the biggest bank in the world; and the 
Bowery Savings Bank never says that it 
is the world’s largest savings bank. A 
large bank may become smaller, but an 
old bank never gets any younger. 

There may be something about the 
architecture or decoration of a bank’s 
building that adds distinctiveness to the 
institution itself. For example, on the 
interior wall of the building of the Wil- 
mington (Del.) Savings Fund Society 
is a large and beautiful allegorical paint- 
ing by N. C. Wyeth. It attracts thou- 
sands of visitors. In its current advertis- 
ing, this bank is reproducing sections of 
the mural in pen and ink drawings by 
Franklin Booth. 

One winter morning towards the end 
of the year 1919, I was crossing the 
Hudson River on an Erie Railroad ferry- 
boat from New Jersey to New York. 
The tall, pyramid-topped shaft of the 
Bankers Trust Company building tower- 
ing above its surroundings at 16 Wall 
street suggested the thought that it was 
a tower of strength. I was at that time 
connected with an advertising agency 
that handled the advertising of the Bank- 
ers Trust Company. That morning I 
wrote an advertisement beginning thus: 


A Tower of Strength 


The strength of the Bankers Trust Com- 
pany is founded upon the bedrock of char- 
acter, experience and great financial resources. 

For this reason, the company has come to 
be regarded as a tower of strength in the 
financial community. Many important busi- 
ness concerns are looking to it for the service 
and co-operation obtainable only from an 
institution of unquestioned dependability, 
complete equipment, and far-reaching bank- 
ing connections. 


This advertisement, sixteen inches by 
two columns, and illustrated with a 
splendid drawing of the tower-like build- 
ing, appeared in the New York news’ 
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papers early in January, 1920. It made 
such a favorable impression that shortly 
afterwards it was decided by the late 
George M. Mallon, advertising manager, 
and other officers of the company, to use 
“A Tower of Strength” as a slogan in 
connection with the picture of the build- 
ing whenever it appeared in the adver- 
tisements of the Bankers Trust Com- 
pany, and it has been so used ever since. 

Banks with many branches, like the 
Royal Bank of Canada, the Bank of 
Italy, the Bank of America National 
Trust and Savings Association, of Cal- 
ifornia; the Marine Midland Group in 
New York State, and a number of other 
institutions, have distinctive qualifica- 
tions that can always be emphasized in 
their advertising, and this feature of 
widespread contacts with the public is 
invariably so emphasized by them. 

Two southern institutions with dis- 
tinctive personalities largely developed 
by a state-wide service through a number 
of strategically located offices are The 
Citizens & Southern National Bank, of 
Georgia, and the Wachovia Bank and 
Trust Company, of North Carolina. 
The First National Bank and Trust 


MORE THAN 100 YE 


Ts began as » modest idea. The thrifty citisen was entitled to 2 bank all his 
own. Operated for his benefit primarily. A unique bank, in which only de- 
pposzors had the right to assets and earings. And all depositors were to share 
macually in those earnings. But safety—not size of earnings—was to come frvt, 


More than a hundred jars have tested that ides. Ie has stood firm and 
flourshed through times that have tried many of man’s insticunoms. Today T 
157 mutual sevings banks in New York State safeguard more than five billion 
dollars tor more than five milion depomtors, That record speaks for itself 
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Company, of Vicksburg, Miss., is known 
a as big cotton bank. The First National 
Bank of Tampa, Fla., has done a lot for 
the citrus and phosphate industries of 
its locality. 

The Fiduciary Trust Company, of 
New York, has at least two claims to 
individuality. It renders a special and 
unusual service in connection with 
clients’ investments, and it is the only 
trust company whose offices are.as high 
up as the thirtieth floor of a skyscraper. 
A bank’s name is often distinctive and 
may indicate the scope of its activities, 
like the Continental Illinois, of Chicago. 
The Federation Bank and Trust Com- 
pany, New York, was founded, partly 
at least, as a labor bank. The Trust 
Company of New Jersey, of Jersey City, 
has built up its individuality to such an 
extent that it is popularly called, “The 
Trust Company” as a short title. It 
reflected the personality of its founder, 
the late General Heppenheimer, and its 
prestige continues under the presidency 
of his son, William C. Heppenheimer, 
Jr 


Educational bank advertising creates 
good will and builds up individuality. 
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An interesting viewpoint on this subject 
from the fiduciary angle was that of the 
late Charles E. Rogerson, long president 
of the Boston Safe Deposit and Trust 
Company, who expressed the opinion 
that inasmuch as his company held many 
millions of dollars worth of personal 
trust funds it was really a duty owed 
to clients to let them know, through the 
advertising, just how the business was 
handled. 

Courteous treatment of customers and 
the public creates a favorable personality 
for a bank. How this can be used in 
advertising may be illustrated by the 
following brief extracts from advertise- 
ments of several widely scattered insti- 
tutions: 


What a homelike Bank! That is an ex- 
pression we frequently hear on the lips of 
customers and visitors at the Washington 
Trust Company. Our attractively and com- 
fortably arranged banking quarters, includ- 
ing the public lobby and the customers’ room, 
together with the courteous and attentive 
service rendered by officers and employes, 
make it a pleasure to do business here. 


This company adds distinctiveness to 
its signature by using the word “Wash- 
ington” in script which is an exact copy 
of the handwriting of George Wash- 
ington. 

Ancther bank says: “A cordial recep- 
tion awaits you here. At the First Na- 
tional Bank you are welcome whether 
you are a regular customer or not, and 
whether you come to deposit or to with- 


Gvaranty Trust Company 
of New York 
140 BROADWAY 


AOR bapa ober SMe mnoesom atmo 40TH SHH 


The COMMERCIAL NATIONAL BANK 
and TRUST COMPANY of NEW YORK 
comes mm cys eee nme eater FIETY-S18 WALL STREET 


These ought to please Jesse H. Jones. 
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Good life insurance trust copy. 


draw money makes no difference in the 
way we treat you. Depositors feel at 


home in this bank—They are not dealt 
with impersonally as depositors merely; 
they are treated as clients, in whose 
financial problems our officers take a per- 
sonal interest.” 

Another First National Bank says: 


“Courtesy is one of the factors that have 
made the First National Bank the strong 
institution it is today. When a visitor 
enters our bank doors we endeavor to 
make him feel that the visit is worth 
while. Courtesy has made many new 
friends and depositors for us. It has 
made those who have done their bank- 
ing business with us in the past an asset 
of good will which is invaluable.” 
Among headlines of other “courtesy” 
advertismeents of banks are these: 


A Spirit of Courtesy Permeates This 
Institution 
Our Friendly Atmosphere 
Let Us Get Better Acquainted This Year 
The Spirit of Our Service 
Your Best Business Ally—A Good Bank 


A well known writer on the psy- 
chology of advertising says: “Advertis- 
ing can acquire for a manufacturer in 
one year a reputation which in the ear- 
lier days of American industry would 
have occupied a lifetime in making.” 

Does this hold true today for the bank 
and the banker as well as the manufac- 
turer? I believe it does. 
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Trust New Business Suggestions 


N the opinion of one of the leading 

trust new business men, the present 

is an opportune time for the inten- 
sive cultivation of prospects, and that 
efforts directed toward getting the full 
co-operation of directors, officers, em- 
ployes and customers in the development 
of business are particularly timely. A 
summary of the views of this authority is 
as follows: 

The most effective method of enlist- 
ing the support of directors is through 
direct approach by the president of the 
institution. In some cases it may be true 
that another senior officer, because of 
some personal relationship, can best talk 
with certain directors. At a meeting of 
the board of directors the president can 
bring up the subject of trust department 
development, asking co-operation from 
the directors and pointing out the fact 
that nothing makes outside solicitation 
so hard as to have it known that some 
of the directors themselves have not ap- 
pointed their institution as executor and 
trustee of their wills. 

A vice-president of a New York City 
trust company says: “A few years ago 
one of our directors died and the news- 
papers printed a story about his estate, 
mentioning another financial institution 
which had been designated as executor 
—an institution in which the man had 
not been a director. This gave our 
president the opportunity to discuss the 
matter frankly with the entire board, 
pointing out the necessarily bad effect 
on the reading public of such a news 
item, as far as our company was con- 
cerned. At the same time the question 
was taken up with our entire official 
staff, and as a result we can say to our 
customers and to the public that every 
director and officer has already done 
what we are asking others to do, that 
is, they have named us as executor or 
co-executor.”” 

In Philadelphia, some time ago, one 
of the aggressive trust companies found 
that its new business efforts were seri- 
ously handicapped because a director, 


one of the wealthiest men in the city, 
died, leaving his estate to be adminis- 
tered by a personal friend. The will re- 
ceived much publicity in the newspapers, 
and solicitors for the company were fre- 
quently met with this inquiry: “Why 
didn’t Mr. —— name his own company 
as exceutor and trustee?” 

A financial institution in a western 
state started a trust department. The 
institution had a large and representa- 
tive board of directors. The president 
undertook the job of obtaining every 
director’s will. Some time later it 
was reported that each director, with 
one exception, had made his will nam- 
ing the company as executor and trustee. 

A meeting of officers might be held 
at which the appointment of the com- 
pany as executor and trustee of their 
wills would be requested, on the basis 
of the argument that if the appointment 
of the company is advisable on the part 
of outsiders, it certainly is by the ofh- 
cers of the institution themselves: It 
would help solicitors to be able to say 


STABILITY 
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Good tie-up between illustration and text. 
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Illustration from a mural painting. 


that every officer has made his will and 
named the company as executor and 
trustee. 

At another company with a number 
of branches there was a meeting of ofh- 
cers and branch managers, at which a 
resolution was passed that the necessary 
wills would be written, if this had not 
been done, and that the appointments 
would be made by the end of the year. 
At that time another meeting was held 
and the president spoke at it somewhat 
along these lines: 

“Everyone here will recall that sev- 
eral months ago a resolution was passed 
without opposing vote, pledging every 
officer and branch manager to make a 
will before January 1, utilizing the 
facilities of our trust department in this 
connection. I am told that four wills 
still remain to be filed in our vault.” 
This was rather brusque, but it proved 
effective. 

Many trust companies in different 
parts of the country now have cards on 
all officers’ desks calling the attention of 
any visitors to the fact that the officer 


has made his will and named his own 
institution as executor and trustee. Very 
often the card catches a visitor’s eye 
and he makes some remark about it. 
This is a good cue for the officer to at- 
tempt diplomatically to make an ap 
pointment with a representative of the 
trust department, at once if possible. 

Some member of the trust department 
should be responsible for preparing a 
memorandum for the president's signa- 
ture, to be sent to each senior contact 
officer in other departments each month. 
It would read something like this: 

“Following is a list of ten of your 
customers who are not now using the 
trust department. What is the best way 
to approach these men to try to get them 
interested in our trust service? Will 
you have a chance to bring this matter 
to their attention this month?” 

This ought to do several things—It 
will keep before the commercial bank- 
ing officer the fact that trust business is 
always to be remembered in handling 
any account; it will stimulate co-opera- 


tion by officers in other departments; 
and it probably will bring valuable sug- 
gestions as to the best way to approach 


A 
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Founded in 1847, the Marshall @ Isley Bank was in busi- 
ness for 29 years before the telephone came into use. Only 
29 states belonged to the Union. The total-population of 
the country was under 25,000,000, but in 1848 the discovery 
of gold in California and the conclusion of the war with 
Mexico pushed the early frontiers to the extreme West and 
South. Since that time, although there have been retarding 
periods due to over-expansion and speculation, this nation 
has moved steadily forward. Since 1847 the Marshall & 
Isley Bank has contributed to the developing commercial 
and industrial life of the country, particularly in the great 
north-central section, retaining its identity and becoming 
one of the larger banks. 


MARSHALL & ILSLEY BANK 
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specific individuals. To old customers 
living out of town, send personal letters 
signed by the officer in the bank best 
known to them. The trust department 
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or new business man will have to take 
the initiative in preparing these letters 
and placing them on the officers’ desks 
for signing. 


HOW BANKS ARE ADVERTISING 


{ The historical newspaper campaign of 
The Anglo California National Bank, 
of San Francisco, has aroused so much 
interest among students and the public 
in general that the bank has bound the 
first eleven advertisements of the series 
in a portfolio for distribution to schools, 
colleges and public libraries in that sec- 
tion of the country. The series has the 
general title, “Growing and Building 
with the West.” In it are illustrated 
articles on the history of some of the 
leading business enterprises which are 
customers of the bank, including the 
Southern Pacific Company, the Stand- 
ard Oil Company of California, the 
Dollar Steamship Lines, the California 
Packing Corporation, the Firemen’s 
Fund Insurance Co., the San Francisco 
Chronicle, Libby, McNeill & Libby, and 


others. 


© “A Bank’s Relations with Its Custom- 
ers” is the title of a 96-page booklet put 
out by the Guaranty Trust Company of 
New York. Among the most timely 
chapters are those on “Borrowing Money 
from a Bank,” and “Bank’s Analysis of 
Borrower's Credit.” In this connection, 
it is interesting to note that banks are 
beginning to advertise for commercial 
loans again. Note the reproduced loan 
ads of the Guaranty, and of The Com- 
mercial National Bank and Trust Com- 
pany of New York. Last year, Jesse H. 
Jones, Chairman of the R. F. C., told 
the members of the American Bankers 
Association, “Hoarders of available 
credit are little better than hoarders of 
currency,’ and ever since he has con- 
tinued to urge the banks to loosen up on 
industrial credit to finance recovery. 
Either his campaign is bearing fruit or 
conditions have improved to such an 
extent that bankers feel justified in seek- 
ing loans again. However, some of them 
say that, while they have ample cash 


for the purpose, good loans are not yet 
plentiful. 


§ A “Monthly Report to Customers,” 
in booklet form, is now being issued by 
that progressive advertiser, The Bridge- 
port-City Trust Company, of Bridge- 
port, Conn. A recent number took up 
deposit insurance, mortgage loans, inves- 
tor protection and the banking code. It 
concluded with this optimistic note, 
“We believe that definitely better times 
are ahead, even though progress may 
not be so fast as we all might wish. We 
hope our new policy of reporting regu- 
larly to you will help bring you and us 
closer together, and enable us to be of 
greater usefulness to you.” George M. 
Barker, assistant to the president, writes: 
“If people take to the actual report as 
well as they have to the news that we 
were going to have one, it looks as 
though we will arouse a lot of interest 
with this ‘New Deal in Banking’ idea.” 


 There’s a fine tie-up between illustra- 
tion and text in the “Stability” adver- 
tisement of the Bank of America Na- 
tional Trust & Savings Association, of 
California, which is one of the most 
effective bank advertisers in the country 
today. 


" Another good one, which unfortu- 
nately I can’t reproduce because it’s 
copyrighted, is a large advertisement of 
the Fidelity Union Trust Company, of 
Newark, N. J., headed “Communica- 
tion,” and illustrated with a half-tone cut 
of a telephone operator’s deft hands 
busily occupied at the switchboard. 


{ The personnel of the bank is being 
featured in a new series of advertise- 
ments being published in the local news- 
papers by the National Bank of Com- 
merce, Memphis, Tenn. Each advertise- 








ment contains a photograph and feature 
story concerning some member of the 
staff. Typical headlines are: “Halfback 
Quits Moleskins for Job as Bank Run- 
ner,’ and “Uses Typewriter Keys as 
Stepping Stones in Bank.” The ads 
are reading notices with a small “adv.” 
at the end. 


{| The big newspaper half-tone advertise- 
ment of The Savings Banks of Manhat- 
tan, Bronx and Westchester, contain- 
ing posed costumed portraits of the sav- 
ers of a hundred years, attracted a lot 
of attention in New York City news- 
papers recently. 


{ While not featured as much as for- 
merly, the life insurance trust is still be- 
ing advertised, as in the telling advertise- 
ment of the Savings Investment & Trust 
Co., of East Orange, N. J. “The New 
Importance of Your Life Insurance,” is 
the name of a little folder put out by 
the State Street Trust Company, of 
Boston, Mass. One paragraph reads, 
“Events of the past few years have made 
the average person’s life insurance loom 
larger than’ ever as he visualizes the 
estate he will leave. In many cases, his 
other forms of property have decreased 
in value, which makes life insurance 
become a correspondingly larger part of 
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the foundation on which the future of 
his family, and perhaps a business, must 
rest.” A reply post card is enclosed to 
make it easy for the recipient to ask for 
copies of the two booklets, “Business 
Insurance,” and “The Life Insurance 
Trust.” 


{ The advertisement of the Marshall & 
Ilsley Bank, Milwaukee, headed, “A 
Bank Without a Telephone,” illustrates 
a good way to dramatize the age of an 
institution. 


§ Banks sometimes regard building and 
loan associations as competitors, and do 
not often give them a boost, but The 
National Bank of Topeka, Kan., in a 
recent advertisement paid this tribute to 
them: 


A business that has financed the building 
of 8,000,000 American homes is_worthy of 
the nation’s praise. Here in Topeka, our 
savings, building and loan associations have 
aided hundreds of families to home-owner- 
ship. They are a major factor in our finan- 
cial life—more than that—they are uphold- 
ing the high ideals upon which this business 
was founded more than a century ago. 

This bank believes in the principles of 
savings, building and loan and admires the 
ideals it stresses. Many of the employes of 
these associations are valued customers of 
this bank and we invite them to make com- 
plete use of the broad financial facilities 
which this institution is privileged to offer. 
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THE BANK AND ITS EQUIPMENT 


A MONTHLY DEPARTMENT DEVOTED TO BANK ARCHITECTURE 
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Signature Card Records for Banks 


OST bank records are vitally 
important. The signature card, 
if carefully analyzed, is not ex- 

ceeded in importance by any other 
record. Yet, the signature card files in 
some banks have been practically ig- 
nored, and are receiving little, if any, 
attention or consideration, 

When a customer opens a bank ac- 
count, it becomes a matter of form and 
routine to obtain one or more properly 
signed “signature cards” (which in real- 
ity are contracts) principally so that 
signatures on checks issued may be com- 
pared when the occasion demands. Too 
frequently, these important cards are 
filed in a most haphazard manner, and 
in a most inaccessible place for the tell- 
er’s use. In many vertical signature files 
the cards do not even line up accurately 
as to size, color and weight and are in 
adequately guided by a few wornout 
guides and very often are not arranged 
in strict alphabetical order. 

The paying teller shoulders a heavy 
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responsibility. He must serve his cus- 
tomers speedily, courteously and efh- 
ciently. Yet, he must protect his bank 
by only releasing funds to which cus- 
tomers are entitled. In other words, he 
should not be a victim of forgery. 

Like any other human, the average 
teller is inclined to follow a line of least 
resistance. At times, particularly dur- 
ing rush periods when there is a long 
line of customers at his window, he may 
be tempted to take a chance on a doubt- 
ful signature on a check. Rather than 
delay a line, while he fumbles through 
an inaccessible, slow, vertical card-file, 
he takes a chance and honors the check. 
Whether or not the check was legiti- 
mate, he will probably work at a dis- 
advantage for the balance of the day. 
He is disturbed. His mind is on that 
doubtful check. He may become in- 
attentive, and in other ways his work 
will be below par. All because his bank 
has not provided him with a speedy, 
adequate signature card file. 


The hank is herehy authorized to recognize the signatures executed herewith in payment of funds or transaction of any 
other business of said party. In receiving items for deposit or collection, this bank acts only as depoyitor’s collecting 
agent and assumes no responsibility beyond the exercise of due care. All items are credited subject to final payment in 
cash or solvent credit. This bank will not be liable for default or negligence of its duly selected correspondents nor for 
losses in transit, and each correspondent so selected shall not be liable except for its Own negligence. This bank or Its 
correspondents may send items, directly or indirectly, to any bank including the payor, and accept its draft or credit as 
conditional payment in lieu of cash; it may charge back any item at any time before final payment, whether returned or 
not, also any item drawn on this bank not good at close of business on day deposited. 
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The Kardex signature card is a contract as well as a record. 


of 


STATEMENT TO BE 
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DATE OPENED 


4-19-27 
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Adequate signature card records are the bank's best protection against forgery. 


The signature card is one of the best 
means of protection to the bank and the 


depositor against forgery. A bank usu- 
ally is protected by forgery insurance, 
but must make every possible effort to 
avoid forgeries in order to retain con- 
fidence of depositors. 

A recent bank magazine editorial sug- 
gests the following rules to tellers to 
prevent forgery: 

“Accept no signature about which you 
have the slightest doubt. Make a com- 
parison with the signature card, no mat- 
ter who has presented the check. 

“Checks deposited by commercial cus- 
tomers should be examined just as care- 
fully as those presented individually at 
the window. Often a forgery may be 
discovered and the customer, as well as 
the bank, protected.” 

Kardex signatures facilitate a carry- 
ing out of this excellent advice. To put 
this plan into practice, the teller should 
be provided with signature equipment 
that will make it possible to verify sig- 
natures in a minimum of time. That is 
why Kardex has been adopted by so 
many banks. Thirty-four of the forty- 
two banks in Washington, D. C., have 


replaced their antiquated signature files 
with Kardex during the past several 
years. 

Signature files of this type provide 
added security because the teller is never 
tempted to “take a chance.” His signa- 
ture files permit a speedy verification of 
any doubtful signature, a situation that 
spells defeat for the forger who always 
operates during rush periods. 

Huge banking organizations have been 
built in comparatively quick time on a 
reputation of integrity and service. Serv- 
ice is outstandingly a bank’s greatest 
In the final analysis, service is all 


No prod: 


asset. 
a bank can offer a customer. 
uct or commodity is sold. 

A bank officer should ever keep in 
mind that his bank has spent thousands 
of dollars in attractive buildings, prin 
cipally to impress customers. Picture 
the favorable impression that is made 
on a customer when. a teller makes a 
speedy verification of a signature on a 
check with assistance of the Kardex 
signature card file and the negative re- 
action when a teller makes a slow veri 
fication or “takes a chance.” 

If the bank officer is inclined to feel 





New Evidence of 
Improved Conditions 


ARCH and April brought ten banks to 

us for remodeling. This is a greater 

number than in any two months for five years. 

January brought us the largest bank re- 

modeling in three years, also the first entirely 

new bank building in the same period. April 
then brought us a still larger remodeling. 


Write us for new leaflet of photos and 
floor plans showing how these banks benefit 
by remodeling. Sent by mail. No obligation. 


TILGHMAN MOYER CO. 
The Design, Construction and Equipment of Bank Buildings 
ARCHITECTS - ENGINEERS 
ALLENTOWN PENNA. 


that his vertical card file is functioning 
satisfactorily, it is well for him to know 
of some of the experiences of a bank 
equipment manufacturer’s field repre- 
sentatives and field operators in aiding 
banks to change over a vertical signature 
card file to Kardex. Few have less than 
18 per cent. of errors in the vertical sig- 
nature card files. The average of errors 
usually runs over 20 per cent.; some- 
times as high as 50 per cent. 

Why expect a teller to verify signa- 
tures with a file that is 18 per cent. to 50 
per cent. inaccurate? 

These figures will surprise the bank 
oficer, who will undoubtedly inquire 
what comprises such errors. The major’ 
ity of these errors are divided among: 


(a) Méisfiled signature cards. 

(b) Missing signatures. 

(c) Signature cards in file for closed 
accounts. 


Many small banks would like a cen- 
tral information file and a Kardex signa- 
ture record but are reluctant to purchase 
both because of cost, upkeep and floor 
space. 

Bankers will readily acknowledge the 
advantages of this dual record which 
not only improves their present signature 
record, but in addition provides a valu- 
able central information file with no 
added cost for equipment or floor space, 
and but little clerical effort. 


THE NEW 


MOSLER 


ELECTRICALLY-CONTROLLED 
DELAYED MOVEMENT TIMELOCK 


For Bank 
Holdup 
Protection 


Locker with rotary 
hopper top for de- 
positing reserve 
cash without open- 
ing door, which is 
equipped with above 
timelock. There are 
many models of 
safes and lockers. 


THE MOSLER SAFE CO. 


New York Office: 
373 BROADWAY 


Factories: 
HAMILTON, OHIO 


In a bank where no central informa- 
tion file is maintained the signature 
record on every commercial account 
should indicate whether the customer 
also has a savings account. This is ex- 
tremely important in case of an over- 
draft. The check can be paid and the 
customer notified, thereby avoiding em- 
barrassment to both concerned. 

The teller requires a signature card- 
file for verification of checks passed 
through his window; the bookkeeper 
needs a signature file for vertification of 
checks cleared through the mail or clear- 
ing-house. 

In some banks the tellers and book- 
keepers refer to the same set of signa- 
ture files. Where separate signature 
card records are required for the book- 
keeper, Kardex is just as helpful to him 
as to the teller, and should be recom- 
mended for both sets of signature card 
files. Sometimes the auditor requires a 
third set of signature cards. Under 
such conditions, Kardex has been sold 
for three sets of signature card files. 

Savings account signature cards are 
usually filed numerically. However, 
some banks prefer to file savings account 
signature cards alphabetically, so that 
they serve both as a signature record and 
as a crossindex to savings account 
ledgers. 

A different form of signature card is 
required (and a different color is advis- 
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able) for various accounts, such as indi- 
vidual, partnership, joint, etc. 

Each card contains a clause approved 
by the American Bankers’ Association 
which limits the bank’s liability in its 
execution of collections. The contract 
between bank and depositor is legalized 
in the sight of many state laws by ac- 
ceptance of the account in space pro- 
vided for an official’s signature. Each 
of these cards has considerable identify- 
ing information which add to the ele- 
ment of safety and bear on the desira- 
bility of the account. 

The joint account and partnership 
cards are worded to protect the bank in 
the event of withdrawal of funds by 
either co-depositor. They protect the 
customer by covering the intricate laws 
of survivorship. 

The power-of-attorney card com- 
pletely sets forth the authority of per- 
sons acting under its provisions and pro- 
tects the bank and the interests of the 
owner of the account. 

The corporation card may be used for 
commercial houses or correspondent 
banks. Its protective features include 
authorization of officers to sign checks 
against deposited funds. 

Name and address of bank can be in- 
cluded at top of these cards. Present 
signature cards need not be rewritten in 
order to be housed in Kardex. 
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Signature records should be placed 
most accessible to the tellers. The ideal 
location is within the cages. Many 
banks have segregated their accounts 
into alphabetical units to facilitate sery- 
ice to depositors. Each teller controls 
his unit of the accounts and the signa- 
ture records for each unit are placed in 
the teller’s cage. 

It is often necessary to make the sig- 
nature records available to tellers in 
adjoining cages. Kardex cabinets may 
be placed on a turntable which enables 
the tellers in each cage to refer to the 
same file. With this plan, the records 
are also available to the bookkeepers 
from the rear of the cage. 

If the alphabetical unit plan is not 
in operation it is necessary to have the 
complete A to Z signature file in one 
location. This location should be most 
accessible to all the tellers, usually an 
equal distance between the two end 
tellers. 

The physical layout of the cages and 
built-in counters often makes the proper 
location of signature records a difficult 
problem. 

However, various Kardex devices such 
as stands on castors, turntables, leg bases, 
etc., makes it possible in most banks to 
install a Kardex Visible Signature Rec- 
ord in a satisfactory location. 


Bank Remodeling Operation 


Tue EmportumM Trust Company, Empo- 
rium, Pa., at a special board meeting has 
voted to remodel and enlarge their present 
banking quarters, and the Tilghman Moyer 
Company of Allentown, Pa., which special- 
izes in the design and construction of bank 
and office buildings, has been employed to 
do the work. 

The officers of this bank have decided to 
proceed with the work at this time because 
of favorable markets and to provide added 


business and employment for the people, of 
the community. Local labor, local supply 
concerns and local sub-contractors will be 
used on the construction wherever possible. 
The improvements to be made are costing 
much less than the same work would have 
cost in June, 1929. 

A number of labor saving features are 
going to be incorporated in the banking 
room which will make for added convenience 
and greater security. 





LETTERS TO THE EDITOR 


AN OPEN FORUM FOR AN EXCHANGE OF OPINIONS 


Readers of THE BANKERS MAGazINE are invited to send for publication in this de- 
partment an expression of their views on matters of current interest to bankers. 
Among subjects of present discussion are: “The Monetary Policy of the Govern- 
ment,” “Bankers and Their Public Relations,” “The Permanent Deposit Guaranty.” 
Expressions of opinion on these and other subjects relating to banking will be cor- 


dially welcomed to our pages.—-EpiTor. 


THE PRIZE LETTER CONTEST 


From the many excellent letters sub- 
mitted in our third prize letter contest 
that of E. McWilliams which is pub- 
lished below has been selected as the 
winner. 

Several of the other letters which 
deserve honorable mention are published 


below: 


BANKING RESEARCH NEEDED 


Editor, THE BANKERS MAGAZINE: 

One of the aspects of bank manage- 
ment which has been largely neglected 
during recent years is the scrutinizing of 
current practices, the searching out of 
better ways to operate, which we term 
“research.” 

There were excellent reasons. Aside 
from enforced curtailments in staff and 
expenditures, the slackening of general 
business, and the impossibility of solicit- 
ing new bank business, there was the 
general uncertainty, and lack of any 
established base from which to start 
planning. 

It is an axiom, however, that nothing 
stands still. If not progress, then retro- 
gression. Such a stalemate, such a 
period of time-marking, as we have 
just passed through, could not last. 
Any individuals or institutions continu- 
ing such lack of initiative would shortly 
go out. 

It is also widely recognized that true 
economy entails wise spending, and is 
not hoarding. The word retains the 
flavor of its Greek original, meaning 
“household management.” 

Expenditures for research are wise 
spending. To use funds to release suit- 
able people from routine, so that they 
may analyze conditions, seek out new 


ideas, test possible improvements, is to 
make a paying investment. To observe 
performance in other banks and busi- 
nesses; to find the WHY for successes; 
to study forms and machines, systems 
and planning and flow of work, person- 
nel, service, policies; searching for 
eccnomies, better management, and bet- 
ter business-building methods—these are 
activities which bring dollars and cents 
returns. 

It is being said that the fortunes and 
successes of tomorrow will result from 
the development of new ideas, new 
enterprises. Certainly those who have 
kept out—or crept out—of the “red” 


during the past few years have been 


active in seeking improvements, great 
and small, from better packages to bet- 
ter service and new products. 

Now that possibilities and limitations 
in our field are becoming more defi- 
nitely clear, we may re-commence plan- 
ning. Let us make a place for “re- 
search” in our budget—be we great or 
small—if we would survive and prosper. 


E. McWILLIAMS. 


CREDIT FILES 


Editor, THE BANKERS MAGAZINE: 
Modern banking consists largely of 
the creation of credit. Probably the 
most important phase of this function 
is the making of loans and discounts. 
Do bankers as a class acquire and main- 
tain all of the information which they 
should before granting credit? From 
observation, I think not. Generally 
speaking, bankers are more lax in this 
direction than in any other. There are 
exceptions, to be sure; but one can't 
include all of the larger banks in this 
class. 
Nothing is more valuable to a bank, 
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big or little, than the acquisition of all 
pertinent information at the time of 
extending credit and the maintenance 
of that policy till the loan is paid. If, 
after a loan is made, you can't get 
cash from the debtor, get information. 
Banks should build up credit files on 
existing lines where they do not exist. 
During the entire relationship between 
debtor and creditor, there can be no 
intelligent action without a knowledge 
and understanding of the facts and they 
are best kept in a permanent record. 
Failure to follow such practice is 
detrimental at any time, but such failure 
has often times had cruel effects in the 
past thirteen months in connection with 
examinations by supervising authorities 
for the purpose of licensing, granting 
insurance, making loans and formulating 
reorganization plans. I venture the 
statement that many banks have had 
doubts as to the worth of assets re- 
solved against them because they could 
not furnish adequate information and 
supporting data to the examiners. This 


illustrates a type of serious penalty 


which attaches on account of failure 
to maintain adequate credit information. 

With increased governmental super- 
vision of banks, if for no other reason, 
it is my thought that the creation of 
adequate credit files and their use will 
redound to the banker’s benefit. 

W. B. CupLip. 


SHORTEST ROUTE TO MORE 
PROFITS 


Editor, THE BANKERS MAGAZINE: 
Increased’ profits is banking’s greatest 
need. For long, business promotion 
plans have been curtailed or suspended 
in the fallacious belief that the main 
purpose of advertising is to get new 
accounts, not altogether desirable under 
conditions which have recently existed. 
Banking leaders agree on the urgency 
of effective “Public Relations Pro- 
grams.” True, nothing short of ably 
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conceived’ plans along this line will 
ever restore the shattered prestige and 
good will of banks. 

Nevertheless, the- bald fact remains 
that profits accrue, mainly, not from a 
mass of new accounts of doubtful des 
tiny, but from well-established, growing 
and educated accounts. 

Bankers have learned, to their sorrow, 
that new, small, loosely attached ac 
counts are liabilities, on the whole, 
rather than sources of immediate profit. 

What is the shortest route to more 
profits? 

Certainly, it lies in the intensive 
development of the profit-producing 
possibilities of business relations already 
started in one department or another. 
Scarcely a bank does not entertain hun- 
dreds or thousands of dormant profit 
earners. A golden opportunity here! 

“Better accounts” rather than “new 
accounts” should be a nation-wide bank 
slogan. 

How attained? Through common- 
sense methods for expanding depositor- 
relations. 

—Trust business from well situated 
checking and safe deposit clients. 

Checking business from trust and 
safe deposit clients. 

—Checking business from the larger: 
caliber savings depositors, who can earn, 
if they are shown, more than savings 
interest on a well-managed checking 
account. That will stop interest. 

Every box rented and a waiting 
list in the safe deposit department, the 
seed-bed of profitable business. 

—More and better borrowers, quali: 
fied by explaining, consistently, the 
essentials of credit. 

—-A staff educated in the principles 
of salesmanship, as related to their 
daily contacts. 

—That, with obvious ramifications 
and methods, is the shortest route to 
MORE PROFITS. 

HARVEY BLODGETT. 





IN THE MONTH’S NEWS 


BRIEF ITEMS FROM THE NEWS ABOUT BANKS AND BANKERS 


COMING BANKERS’ CONVENTIONS 
GENERAL 


May 16-18-—National Association of Mutual 
Savings Banks, Waldorf-Astoria, New 
York City. 

June 11-14—American Institute of Banking, 
Washington, D. C. 

Sept. 10-13—Financial Advertisers 
tion, Hotel Statler, Buffalo. 
Sept. 17-19—Morris Plan Bankers Associa- 
tion, Westchester Country Club, Rye, 

ae 

Oct. 4-5—Mortgage Bankers Association of 
America, Edgewater Beach Hotel, Chi- 
cago. 

Oct. 22-25—A. B. 
ington, D. C. 
Oct. 23-24—National Association of Bank 
Auditors and Comptrollers, Washington, 

D. C. 


Associa’ 


Wash- 


A. Convention, 


STATE 

May 15-16—NMississippi—Place not yet de- 
cided. 

May 15-16—Missouri—Excelsior Springs. 

May 15-17—Texas—Baker Hotel, Dallas. 

May 17-18 — Alabama — Tutweiler Hotel, 
Birmingham. 

May 17-18—Kansas—Wichita. 

May 17-19—New Jersey—Ambassador Hotel, 
Atlantic City. 

May 18—New Hampshire (Commercial and 
Savings) Manchester Country Club, Man- 
chester. 

May 21-22—Illinois—Abraham Lincoln Ho- 
tel, Springfield. 

May 22-23—Tennessee—Knoxville. 

May 23-25—California—Del Monte, 
Del Monte. 

May 23-25—Pennsylvania 
Atlantic City, N. J. 


Hotel 


Hotel Traymore, 


May 24-25—Georgia—Albany. 

June 7-9—Virginia-—Cavalier Hotel, Virginia 
Beach. 

June 8-9—West Virginia—New Greenbrier 
Hotel, White Sulphur Springs. 

June 8-9—Massachusetts— New Ocean House, 
Swampscott. 

June 11-12—New York—Saranac Inn, Up- 
per Saranac, N. Y. 

June 12-13—Minnesota—St. Paul. 

June 15-16—Colorado—Antlers Hotel, Colo- 
rado Springs. 

June 18-20—lIowa—Place not yet decided. 

June 19-20——Wisconsin—Hotel Schroeder, 
Milwaukee. 

June 20-22—Michigan—Grand Rapids, Pant- 
lind Hotel. 

July, 2-4—North Dakota—Deadwood, S. D. 

July 2-4—South Dakota—Deadwood, S. D. 


July 20-21—Montana—Canyon, Yellowstone 


Park. 


an eS 


@ An advertisement of the Commercial 
National Bank and Trust Company 
of New York illustrated by Sidney 
Fletcher was awarded first place as the 
best black and white illustration appear- 
ing in current ncowspaper advertising. 
The award was made by the Art Direc- 
tors’ Club and the advertisement has 
been on display at the 13th Annuai 
Exhibition of Advertising Art at Rocke- 
feller Center. The advertisement, show- 
ing a hand throwing a switch, was 
captioned “Force Directed” and ap- 
peared in the New York Times, the 
New York Herald-Tribune and Wall 


HOTELS WANTED 


A responsible hotel operator is now seeking hotels 
in any city, 200 rooms or over. Buy or lease. 


The operator desires to deal direct with banks or 
institutions. 


Communicate With . F. PIEHL, Representative 


1250 BROADWAY 


New York CITY 
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Street Journal in three columns by two 
hundred lines. 


GA plan of consolidation has been 
agreed upon whereby the Crocker First 
National Bank of San Francisco and the 
Crocker First Federal Trust Company 
will be consolidated under the name of 
Crocker First National Bank of San 
Francisco. The ownership of both banks 
has always been identical and they have 
always been operated as one unit. The 
new institution will succeed to the 
present business of the two banks and 
will have a combined capital, surplus 
and profits in excess of $12,500,000. 
The management will remain the same. 
i : } 
‘@ The fifteenth anniversary banquet of 
the National Institute of Credit, New 
York Chapter, is being held in the 
Grand Ballroom of the Hotel New 
Yorker on the evening of May 22. 
Warden Lewis E. Lawes will be the 


speaker of the evening. Reservations 


for the banquet at a cost of $3 per 


person may be made by communicating 
with Miss Frances M. Grimwade, as- 
sistant secretary, New York Credit 
Men’s Association, 468 Fourth Avenue, 
New York. 


@ The National Bank of Detroit has 
announced that the following will con- 
stitute the membership of the invest- 
ment committee of the trust depart- 
ment: Henry S. Hulbert, chairman, Fred 
J. Fisher, John B. Ford, Jr., James 
Inglis and Walter S. McLucas. 


@ The Division Administrator has an- 
nounced that the banking code of fair 
competition does not permit an employe 
to be deprived of his accustomed “day 
off” on a legal holiday. In announcing 
this ruling the administrator said that 
“it is not within the intent or spirit 
of the code” for employers to abandon 
established customs and require their 
staffs to make up the time lost either 
by taking vacations or by absenting 
themselves because of illness. 
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